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Adequate a v a i l a b i l i t y of f i n a n c i a l r e s o u r c e s a r e 
v i t a l fo r i n c r e a s i n g t h e pace of i n d u s t r i a l i s a t i o n , and, 
t h e r e f o r e , e x i s t e n c e of s u i t a b l e agenc i e s t o m o b i l i s e and 
deve lope r e s o u r c e s t h a t a r e a v a i l a b l e i n t e r n a l l y becomes 
e s s e n t i a l * I t i s a t t h i s s t a g e t h a t f i n a n c i a l i n t e r m e -
d i a r i e s come i n t o p i c t u r e . F i n a n c i a l i n t e r m e d i a r i e s not 
on ly h e l p i n m o b i l i s a t i o n and c o l l e c t i o n of s c a t t e r e d 
s a v i n g s from d i f f e r e n t s e c t i o n s of p o p u l a t i o n , b u t t hey 
al so h e l p t o i n c r e a s e t h e o v e r a l l l e v e l of sav ings and 
i n v e s t m e n t and a l l o c a t e s c a r c e sav ings more e f f i c i e n t l y 
among most d e s i r a b l e and p r o d u c t i v e i n v e s t m e n t s , i n a c c o r -
dance wi th t h e n a t i o n a l p r i o r i t i e s . 
The teirm f i n a n c i a l i n t e r m e d i a r i e s i s ve ry wide and 
c o v e r s a wide range of i n s t i t u t i o n s from s i n p l e i n s t i t u t i o n s 
l i k e mutual sav ings s o c i e t i e s , commercial banks . I n s u r a n c e 
and inves tmen t companies, e t c . t o s p e c i a l i s e d f i n a n c i a l 
i n s t i t u t i o n s such as development banks , e t c . In t h e p r e s e n t 
s tudy e n t i t l e d *Role of F i n a n c i a l I n t e r m e d i a r i e s i n I n d u s -
t r i a l Development of I n d i a Since 1970*•, t h e term f i n a n c i a l 
i n t e r m e d i a r i e s has been used in a very r e s t r i c t i v e s e n s e v i z . 
s p e c i a l i s e d f i n a n c i a l i n s t i t u t i o n s meeting t h e t e r m - r e q u i r e -
ments of t h e i n d u s t r i a l s e c t o r . 
India could not achieve much on the front of indus-
t r i a l develoj^ment under foreign rule . Among other factors , 
one of the important factor which hampered the development 
of industr ies under Brit ish rule was the lack of financial 
intermediaries par t icular ly lack of specialised financial 
i n s t i t u t i ons to ful f i l the term-requirements of the indus-
t r i a l sector. Immediately after Independence, Gkjvernment 
of India took appropriate steps to create a network of 
financial ins t i tu t ions to f i l l the gaps in the supply of 
long-term finance to industry. F i rs t ins t i tu t ion which was 
set-up after Independence was IFCI in 1948, followed by 
SFCs established by different States/Union Terr i tor ies af ter 
19 51 under the SFCs Act 1951. Then NIDC (19 54), ICICI (19 55), 
NSIC (1955) and RCI (195'8> were established, A major land-
mark in th i s f ield took place in 1964 when IDBI was e s t ab l i -
shed as the apex ins t i tu t ion in the f ield of indust r ia l f in-
ance, UTI was also established in the same year. LIC came 
into existence in 19 56 while GIC in 197 2, SIDCs/SIICs streng-
thened ins t i tu t iona l set-up at regional level , IRCI was se t -
up in 1971 which was l a t e r renamed as IRBI. Reserve Bank has 
played an important role in creation of a l l these Ins t i tu t ions , 
Thus, structure of financial ins t i tu t ions in India has become 
so greatly diversified and strengthened that i t has the ab i l i ty 
to supply finance to a variety of enteirprises in diverse forms. 
In the present study, an attempt has been made to analyse 
the role of specialised financial ins t i tu t ions in meeting the 
term-requirements of our growing Industr ia l sector. For 
th i s purpose, an effort has been made to ascertain the ex-
tent and rapidity of financial assistance granted by finan-
c ia l ins t i tu t ions to industr ia l sector in general and pr ivate 
sector in par t icular . Apart from analysing purposewise* 
industrywise and Statewise assistance granted by financial 
i n s t i t u t i ons , special attention has been given to evaluate 
t he i r role in removal of regional imbalances thrx5u^ provi-
sion of finance to projects located in ident i f ied backward 
areas of the country. In order to make an indepth study, 
three financial ins t i tu t ions of diverse nature r^amely, IDBI, 
ICICI and SFCs have been chosen which together provided about 
two-third of the total financial requiremoits of the indust-
r i a l sector. 
This study i s exclusively based on secondary data publ i -
shed by RBI, IDBI, ICICI and Government of India, e tc , ' Main 
technique used in th i s study are trend analysis and with the 
help of time-series data we have analysed the growth and 
pat tern of financing by financial i n s t i t u t i ons . 
The whole study consists of eight chapters. The f i r s t 
two chapters introduce the subject matter of th e^ stucty. 
Second chapter deals with the theoretical relationship be t -
ween financial intermediaries and economic development. 
Third chapter deals with the structure of financial 
intermediaries in India. Apart from h i s to r i ca l background. 
chapter gives the de ta i l s of the development of i n s t i t u -
t ional framework after Independence. Contribution of 
different financial intermediaries in providing indus t r i a l 
finance has also been discussed brief ly in th is chapter, 
IDBI was established in 1964 as the apex ins t i tu t ion 
for coordinating and supplementing the operations of finan-
c ia l ins t i tu t ions providing term-finance to industry and 
also as an agency for giving direct financial assistance 
to f i l l in the gaps. Chapter four makes an indepth assess-
ment of the operations and functioning of IDBI. Chapter 
reveals that during 1970-90 assistance sanctioned and d i s -
bursed by IDBI has increased at an annual average growth 
ra te of 32.3 per cent and 27,7 per cent respectively, which 
were higher than the growth rate of sanctions and disburse-
ments of a l l financial i n s t i tu t ions . IDBI has granted 37.4 
per cent of i t s to ta l assistance by way of direct assistance 
and remaining 62.6 per cent indirectly through other f inancial 
i n s t i t u t i o n s . Loans were major form of direct assistance of 
IDBI with 88.7 per cent share, while refinance of indus t r i a l 
loans with 59.5 per cent share was the major form of indirect 
ass is tance. Private sector has been the largest beneficiary 
of IDBI's assistance followed by public, jo in t and cooperative 
sec tors . 
IDBI has taken keen interes t in granting finances to 
small scale sector which received 30 per cent of the t o t a l 
assistance sanctioned by IDBI, More than half of IDBI's 
assistance has gone to basic and capital goods industr ies 
while consumer goods and services have got a l i t t l e more 
than one-third of to ta l assistance of IDBI, IDBI has paid 
equal attention to the new and existing projects in i t s 
financing operations. Thouc^ IDBI's assistance i s spread 
over a l l States and Union Terr i tor ies but i t s svibstantial 
proportion i s concentrated among few re la t ive ly developed 
par t 
and large States. Similarly, a majo^of i t s to ta l a s s i s -
tance granted to the projects located in Identified back-
ward areas, which foinned about two-fifth of i t s to ta l a s s i s -
tance, has gone to few developed and large States. 
In chapter five, the contribution of ICIGI in meeting 
the financial requirements of the indus t r ia l sector has been 
analysed. ICICI was set->up in 1955 as a privately owned 
in s t i t u t i on to meet the financial requirements of the pr ivate 
sector indus t r ies . At present i t i s the second larges t source 
of funds to industries next only to IDBI, During 1970-90 
assistance sanctioned by ICICI increased at a ra te of 26.5 per 
cent per annum while disbursements increased by 23,1 per cent. 
In accordance with I t s objective, ICICI has sanctioned 35,7 
per cent of i t s to ta l assistance in the form of foreign 
currency assistance. Rupee loans consti tuted 37.5 per cent 
of to t a l assistance sanctioned by ICICI. More than four-fifth 
of the to t a l assistance of ICICI has gone to the pr ivate 
sector. 
ICICI has granted greater part o£ i t s assistance 
(61.7 per cent) to existing projects for their e^ansion* 
modernisation, e tc . while new projects accounted for 38,3 
per cent of total assistance. More than two-third of the 
ICICI•s assistance has gone to non-traditional growth o r i -
ented industries l ike chemicals and chemical products, 
machinery, metalS/ e t c . Assistance of ICICI i s basical ly 
concentrated among few relat ively developed States despite 
some reduction during e ight ies . Over the years, ICICI has 
been granting an increasing proportion of i t s assistance 
to backward areas of the country, but i t s substantial par t 
has gone to backward areas of few developed States . House-
hold sector has contributed an increasing share in the to ta l 
f inancial resources of ICICI, while Government's share has 
declined* 
Chapter six deals with SFCs which are State level 
development banks set-up under the SFCs Act 19 51 for the 
development of small and medium scale industr ies In the i r 
respective States. Presently eighteen SFCs are operating 
in the country. Ti l l about 1970, tiie operations of SFCs 
grew at a slow pace but during seventies there was rapid 
growth in the i r operations and pace has been sustained 
during eighties also. During 1970-90 sanctions of SFCs 
increased at a ra te of 20.5 per cent per annum while disbur-
sements|increased by a marginally higher r a t e of 21.2 per cent. 
Performance of different SFCs has varied from one another and 
from year to year. 
In accordance with thei r basic objective, 76,1 per 
cent of to ta l assistance sanctioned and 91,4 per cent of 
the to ta l number of un i t s assisted by SPCs were in the 
small scale sector. Services have been the largest bene-
f ic iary of SFCs* assistance followed by chemicals and che-
mical products, food products, t ex t i l e s , e tc , SFCs have 
by and large confined their financing to new projects which 
accounted 84,4 per cent of to t a l assistance, SFCs have 
granted more than half of thei r assistance to projects 
located in identified backward areas of the i r respective 
Sta tes . An important feature i s that SFCs of re la t ively 
backward States have performed bet ter in th i s regard than 
that of developed States , However, SFCs depend heavily 
on Government sources for their financial requirements. 
Chapter seven brings out the aggregative role of a l l 
financial ins t i tu t ions in the indus t r ia l development of the 
country. This chapter clearly reveals that industr ial con-
cerns in India depend more on financial ins t i tu t ions to 
finance the i r ventures than raising funds directly from 
the capi ta l market. 
Conclusions of the present study have been given in 
the l a s t chapter. Major findings of th i s study are summa-
rised belowJ 
1, During the l a s t twenty years assistance granted by 
financial ins t i tu t ions has increased at a significantly 
e 
high ra te leading industr ia l concerns to depend 
more and more on them, 
2, In terras of growth rate of sanctions, IDBI and ICICI 
have outstripped the average growth rate of sanctions 
of a l l financial ins t i tu t ions , but SFCs have fallen 
behind this trend. 
3, The gap between assistance sanctioned and disbursed 
i s more pronounced in case of IDBI and ICICI but i t 
i s re la t ively narrower in case of SFCs. 
4, Private sector has been the largest beneficiary of 
assistance of financial ins t i tu t ions followed by 
public sector. The proportion of investment - savings 
gap f i l l ed up by financial ins t i tu t ions has increased 
in private and public sector both during e i ^ t i e s . 
5, Financial in s t i tu t ions have provided assistance to new 
as well as existing projects . However, SFCs have con-
fined their financing operations basically to new 
pro jec ts . 
6, IDBI and ICICI have granted major par t of thei r assis-> 
tance to basic and capital goods industr ies but SFCs 
have paid greater attention on consumer goods indus-
t r i e s . 
7. Statewise break-up of assistance provided by finan-
c ia l ins t i tu t ions reveals considerable concentration 
among few developed and large States despite some 
reduction during e ight ies . North-Bastem Stages have 
been almost completely neglected by a l l financial 
in s t i tu t ions , 
8. A significant par t of the total assistance granted by 
financial ins t i tu t ions has gone to projects located in 
ident i f ied backward areas of the country, but i t s 
Statewise distr ibution has helped to reduce i n t r a -
s t a t e d ispar i t ies in industr ial development and increa-
sed in ter-Sta te d ispar i t ies between developed and back-
ward States . 
9. Finally, IDBI and ICICI have generated a significant 
par t of their resources from the housdiold sector but 
SFCs are largely dependent upon the Government sources. 
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CHAPTER 
INTRODUCTION 
Economic deve lopment i s an e x t r e m e l y complex 
phenomenon and i s i n f l u e n c e d by f a c t o r s of p h y s i c a l * 
t e c h n o l o g i c a l and p o l i t i c a l n a t u r e . S u c c e s s f u l i n d u s -
t r i a l i s a t i o n h a s a lways been d e p e n d e n t on f a c t o r s such a s 
a v a i l a b i l i t y of e n t r e p r e n e u r s h i p , e f f i c i e n t p r o d u c t i o n 
t e c h n i q u e s , s k i l f u l management methods and above a l l a d e -
q u a t e f i n a n c i a l r e s o u r c e s . The a d e q u a t e f i n a n c i a l r e s o u r -
c e s a r e v i t a l f o r i n c r e a s i n g t h e p a c e o f i n d u s t r i a l i s a t i o n 
and , t h e r e f o r e , e x i s t e n c e o f s u i t a b l e a g e n c i e s to^ m o b i l i s e 
and d e v e l o p e r e s o u r c e s t h a t a r e a v a i l a b l e i n t e r n a l l y becomes 
e s s e n t i a l . I t i s a t t h i s s ta t fe t h a t f i n a n c i a l i n t e r m e d i a -
r i e s come i n t o p i c t u r e . Whi le f i n a n c i a l i n t e r m e d i a r i e s can 
n o t b e an e n g i n e of growth b u t t h e y can c e r t a i n l y a c t a s a 
g r o w t h i n d u c i n g f a c t o r i n t h e d e s i r a b l e d i r e c t i o n s . 
At an e a r l y s t a g e of deve lopmen t , t h e wou ld -be e n t r e -
p r e n e u r s n o r m a l l y f i n d t h e i r own f i n a n c i a l r e s o u r c e s i n a d e -
q u a t e and t h e r e f o r e r e s o r t t o e x t e r n a l s o u r c e s . The m a r k e t 
t h r o u g h which such f i n a n c e i s a v a i l a b l e i s c a p i t a l m a r k e t . 
The r o l e of c a p i t a l marke t i s t o a c t a s an i n t e r m e d i a r y t o 
c o l l e c t c o m m u n i t y ' s s a v i n g s and t o c h a n n e l i s e them i n t o a p p r o -
p r i a t e p r o d u c t i v e a c t i v i t i e s c o n s i s t e n t w i t h n a t i o n a l p r i o r i -
t i e s . The i n t e r m e d i a t i o n of c a p i t a l m a r k e t t e n d s t o r e d u c e 
the t ransac t ion costs and es tabl i shes a kind of r e l a t i on -
ship between savers and inves tors which f a c i l i t a t e s t r a n s -
f e r of savings from surplus sectors to the def ic i t sectors 
requ i r ing these resources for investment. In fact , *the 
process of i ndus t r i a l growth requires as one of i t s accom-
panying s t r u c t u r a l changes within t he economy, the develop-
ment of a cap i t a l market t ha t w i l l provide an adequate and 
proper ly d i s t r ibu ted supply of finance to those entrepreneurs 
whether publ ic or p r i v a t e - who are s e t t i ng up new i n d u s t r i a l 
2 
pJLants or expanding the exis t ing ones . " The a v a i l a b i l i t y 
of money and c red i t permits entrepreneurs to gain control 
over rea l resources which enable them to engage in industry 
by producing and d i s t r ibu t ing indus t r i a l products . The capi-
t a l market has thus crucia l role to play in the process of 
economic development. 
Although economic development i s a rea l phenomenon, 
i t cannot neglect i t s f inancial aspec ts . In modem econo-
mies us ing money, finance may be defined as the provision 
3 
of funds a t the time i t i s wanted. Financial considerations 
have begun to dominate the f ie ld of production to such an 
1. Ojha, P.D, "Recent Trends in Indian Capital Market*, 
Reserve Bank of India Bullet in, February 1984, p . 8 3 . 
2. George, Rosen, "Some Aspects of I n d u s t r i a l Finance in 
Ind ia" , Asia Publishing House, Bombay, 1962, p . l . 
3 . Paish, P.W, "Business Finance", 19 53, p . 3. 
extent t h a t i t i s no wonder that i n d u s t r i a l development 
i s to no mean extent l imi ted by the a v a i l a b i l i t y of finance. 
Emphasising i t s importance Prof, Gregory says, "finance 
i s one of the most potent and almost the l e a s t impeded of 
t h e agencies in tegra t ing the modern world into a s ingle 
4 
economic system," 
Survey of Existing Literature^ 
The c ruc ia l role of c redi t i n s t i t u t i o n s in the financ-
i n g innovations and thus f a c i l i t a t i n g economic development 
was emphasised long ago by Schunpeter, Recently^ Gurley and 
5 Shaw have developed a theory of finance^wherein they have 
discussed the role of f inancial markets and i n s t i t u t i o n s in 
a growing economy. They have shown t h a t an immature finan-
c i a l system ac ts as an obstacle to economic growth and deve-
lopment. The theory of finance developed by Gurley and Shaw 
l eads one to consider the e n t i r e f inanc ia l s ec to r ' s impor-
tance in the economic development. They have la id emphasis 
on the a l loca t ion function of the f inanc ia l in termediar ies . 
The systematic and comprehensive empirical work in 
t h i s f i e l d was done for the f i r s t time in U.S.A, by R,W, 
Goldsmith, while in U.K, a conprehensive survey of f inanc ia l 
4 , Gregory, T,S, "An Introduction to Finance", p . 22, 
5, Gurley, John, G, '"Money in a Theory of Finance", Motilal 
Banarsidas, Delhi, 19 68. 
6, Goldsmith, R.W, "Financial Intermediar ies in the American 
Economy Since 1900", N. B.E.R. Princeton, 19 58. 
intermediaries has been made by the Radclif f - Sayers 
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Committee, The importance of f inancia l in termediar ies 
and t h e i r c rucia l irole i s vividly brought out in these 
s t u d i e s . In our country no s imi lar comprehensive study 
has been undertaken so fa r . But a few s tudies covering 
some f inancia l in termediar ies and the i r ro le in the growth 
of indus t ry or agr icu l tu re or for the economy as a whole 
has been completed^both at individual and I n s t i t u t i o n a l 
l e v e l s . For example. Reserve Bank of India conducted the 
f i r s t ever comprehensive inves t iga t ion i n to the working 
of r u r a l c red i t i n s t i t u t i o n s in India as early as 19 51-52. 
I t was followed the repor t of All India Rural Credit Review 
Committee in 1969. 
The f i r s t pioneering work in t h i s f i e ld in India was 
undertaken by M.S. Joshi in his book e n t i t l e d ^Financial 
In te rmedia r ies in India* published in 1965, Though the 
scope of the study has been l imi ted to the agencies which 
supply finance mainly to l a rge scale i n d u s t r i e s in the p r i -
va te sec tor , but Dr. Joshi draw a t t en t ion to the growing 
share of f inancial in termediar ies in i n d u s t r i a l financing 
and the c ruc ia l r o l e tha t they play in Indian economy. He 
f e e l s t h a t the i r vigorous growth i s an e s sen t i a l p re - requ i -
s i t e for rapid development of the Indian economy^ Before 
Dr, J o s h i , Rosen George has t r i e d to look in to the problems 
7, Report of the Committee on the Working of the Monetary 
System, London, August, 1958. 
of i n d u s t r i a l finance especia l ly term finance in h is 
book e n t i t l e d '"Some Aspects of Indus t r i a l Finance in 
Ind ia" published in 1962. Similarly, K.S, Shartna's book 
••The I n s t i t u t i o n a l Structure of Capital Market in India" 
publ ished in 1969, T.V. Sethuraman's work e n t i t l e d " I n s t i -
t u t i o n a l Financing of Economic Development in India" (1970)/ 
R.M, Saxena's work e n t i t l e d "Development Banking in India" 
(1970># Prabhu N. Singh's study "Role of Development Banks 
i n a Planned Economy" deal mainly with such f inancial i n t e r -
mediaries which ca ter to the c red i t needs of the i n d u s t r i a l 
sec to r of our economy. 
In 1979, O.P. Goyal 's work e n t i t l e d "Financial I n s t i -
t u t i ons and Economic Growth of India" was published. His 
study has a broad coverage of a l l types of f inancial i n t e r -
mediaries and i n s t i t u t i o n s involved in financing i n d u s t r i a l 
as well as ag r i cu l tu ra l sector of the economy. He has also 
t r i e d to evaluate the ro l e of Reserve Bank of India in the 
i n s t i t u t i o n a l financing of economic development. Likewise/ 
M.y. Khan, in h i s book e n t i t l e d "Indian Financial System : 
Theory and Prac t ice" (1980) has uridertaken a comprehensive 
account of the main strands in the development of Indian 
c a p i t a l market since 19 51, I t contains a judicious mixture 
of theory and p r ac t i c e . 
S igni f icance and Scope of stud^^; 
Despite the above mentioned s tudies / there i s conside-
rab le scope for further work on the subject , both in regard 
0 
to the assessment of the existing complex of financial 
i n s t i t u t i ons catering to the requirements of the indus-
t r i a l sector and the directions in which the system should 
be reoriented to meet the challenges of industr ial and eco-
nomic development. Present study i s an endeavour in th is 
d i rect ion. 
In the present study enti t led "Role of Financial 
Intermediaries in Industrial Development of India Since 
1970" an attempt has been made to analyse the role of spe-
c ia l i sed financial ins t i tu t ions in meeting the term require-
ments of our growing industr ia l sector and their contribution 
to industr ia l development of the country. The term 'finan-
cia l intermediaries' i s a very wide term and covers a wide 
range of inst i tut ions from sinple ins t i tu t ions like mutual 
savings societies, commercial banks. Insurance and investment 
companies^ e tc . to specialised financial ins t i tu t ions such as 
development banks,etc. In the present study, the term finan-
cia l intermediaries has been used in a very res t r i c t ive sense 
viz . specialised financial ins t i tu t ions , because in our opinion 
a f rui t ful study can be undertaken only when area of study i s 
l imited. By res t r ic t ing the term financial intermediaries to 
specialised financial ins t i tu t ions we have considerably redu-
ced the area for a purposeful study. Moreover, specialised 
financial ins t i tu t ions have been established after Independence 
in India to meet the term requirements of the industrial sec-
tor to accelerate the industrial development of the country. 
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An ana lys i s of the i r operations and working wil l help 
us to find out whether they have succeeded in the i r task 
or not and what s teps are required to fur ther strengthen 
the ex i s t i ng s t ruc ture and inprove the functioning of spe-
c i a l i s e d f inancia l i n s t i t u t i o n s so as the objective of 
rapid i n d u s t r i a l development can be achieved in a shor tes t 
p o s s i b l e t ime. In order to make an in depth study^ we have 
chosen three spec ia l i sed f inancial i n s t i t u t i o n s namely/ 
I n d u s t r i a l Development Bcink of India (IDBI>, Indus t r i a l 
Credi t and Investment Corporation of Ind ia (ICICI> and 
S ta t e Financial Corporations (SFCs>, which together p r iv ide 
about two-thi rd of the t o t a l f inancial requirements of the 
i n d u s t r i a l sec to r . IDBI has been chosen because i t i s the 
apex i n s t i t u t i o n in the f ie ld of i n d u s t r i a l finance and 
apar t from being the l a rges t and res idual source of funds 
to i n d u s t r i e s , i t also coordinates the a c t i v i t i e s of other 
f inanc ia l i n s t i t u t i o n s engaged in t h i s f i e l d . An examination 
of workings and operations of IDBI wi l l help us to reach some 
concrete conclusions. ICICI has been chosen because i t i s 
the only p r iva t e ly owned development bank in the country as 
well as the second l a rges t supplier of finance to i n d u s t r i e s . 
In f ac t , IDBI and ICICI both together are providing more than 
ha l f of the t o t a l f inancial requirements of the i ndus t r i a l 
sec to r , A study of SFCs became essen t i a l because they are 
S t a t e l eve l i n s t i t u t i o n s and cater b a s i c a l l y to the f inancia l 
requirements of medium and small scale i n d u s t r i e s in t h e i r 
r e spec t ive S t a t e s . SFCs are also important as they are the 
s 
t h i r d l a r g e s t source of funds to the i n d u s t r i a l sector . 
Thus, t h i s study has incorporated f inancial i n s t i t u t i o n s 
of diverse nature and a c t i v i t i e s opera t ing in the country. 
This study covers a period of twenty years from 1970-
71 to 1989-90. Annual t rends in the ove ra l l operations 
have been analysed from 1970-71 to 1989-90. However, in 
some cases , annual data has been taken from 1980-81 to 
1989-90 because of nonavai lab i l i ty of data for e a r l i e r years . 
Object ives of the Study; 
The present study aims at examining the contribution 
of f inancia l i n s t i t u t i o n s in the i n d u s t r i a l development of 
I n d i a . For t h i s purpose, following objec t ives have been 
out l ined* 
i> To ascer ta in the extent and r ap id i ty of financial 
a ss i s tance granted by f inancial i n s t i t u t i o n s to indus-
t r i a l sector in general, and p r i v a t e sector in pa r t i cu l a r , 
i i ) To examine the ro le of f inancial i n s t i t u t i o n s in granting 
ass i s t ance to new as well as ex i s t ing projects for the i r 
expansion and modernisation, e t c . 
l i i ) To examine the flow of f inancial ass i s tance to different 
i n d u s t r i e s , especial ly to basic and cap i t a l goods indus-
t r i e s , by f inancial i n s t i t u t i o n s . 
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iv> To analyse the r o l e of financial i n s t i t u t i o n s in 
retix)ving regional imbalances through provision of 
f inancia l ass is tance to p ro jec t s loca ted in i d e n t i -
f ied backward areas of the coumtry. 
v) To gauge the sec to ra l sources of funds of IDBI, 
ICICI and SFCs. 
Sources of Data and Methodology; 
Our study i s based exclusively on secondary data, 
which have been mainly published by R . B . I , , IDBI and ICICI, 
Most of the relevant data has been co l lec ted from various 
i s sue s of **Report on Development Banking in India** published 
by IDBI as well as "Report on Currency and Finance" published 
by R.B,I . Annual Reports of IDBI and ICICI have also been 
used to c o l l e c t data. Some data have also been gathered from 
d i f f e ren t monthly i s sues of "Reserve Bank of India Bul le t in" . 
We have also taken data from various i s sues of Sconomic Sur-
vey" and "Annual Survey of Indus t r i e s" , Thus, data for the 
p resen t study has been col lected from r e l i a b l e secondary 
sources . 
Main technique used in th i s study are trend ana lys is , 
and with the help of time ser ies data we have analysed the 
growth and pa t te rn of financing by the f inancial i n s t i t u t i o n s . 
Scheme of Study» 
The whole study cons i s t s of e ight chapters . 
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The next chapter introduces the subject matter of 
the study by dealing with the theoretical relationship 
between financial intermediaries and economic development. 
In the beginning, types and functions of financial interme-
diar ies has been discussed briefly. The role of financial 
intermediaries in three dis t inct and interd^endent ac t iv i -
t i e s , namely, saving, finance and investment in the process 
of capital formation and their impact on economic develop-
ment has been discussed in this c h ^ t e r . 
Third chapter deals with the structure of financial 
intermediaries in India, i^^art from his tor ica l background 
and brief introduction of role of managing agents in Indian 
economy in the pre-Independence period, chapter gives the 
de ta i l s of the development of ins t i tu t ional framework after 
Independence, I t also brief ly discusses the contribution 
of different financial intermediaries in providing finance 
to the industr ia l sector. 
Chapter four makes an indepth assessment of the overall 
operations and functioning of IDBI, Direct as well as indi-
rect financing operations of IDBI has been evaluated. Salient 
features of IDBI's financing operations from different aspects 
have also been examined in th i s chapter. 
In chapter five, ICICI's contribution in meeting the 
financial requirements of the industrial sector has been 
discussed in deta i l . I t s performance in regard to providing 
II 
underwrit ing f a c i l i t i e s and foreign currency ass is tance to 
Indian indus t r i e s , which were i t s basic objectives^have been 
examined. The achievements and f a i l u r e s of ICICI have been 
assessed careful ly in t h i s chapter. 
Chapter s ix i s devoted to analyse the operat ions of 
SFCs, I t focusses special a t tent ion on the ro l e of SFCs in 
meeting the f inancial requirements of the small scale sector . 
Chapter seven brings out the aggregative ro le of a l l 
f i nanc i a l i n s t i t u t i o n s in the i n d u s t r i a l development of the 
country. The contr ibution of f inancia l i n s t i t u t i o n s in the 
establishment of new pro jec t s and e3q)ansion and modernisation 
of e x i s t i n g projec ts in different sec tors v iz , p r i va t e , public , 
j o i n t and cooperative, have been assessed in t h i s chapter . 
Their ro l e in creat ing strong i ndus t r i a l base and removal of 
reg iona l imbalances in the country have also been examined 
i n t h i s chapter . 
In chapter eight , findings of the present study have 
been summarised. Along with conclusions, few suggestions 
have a l so been made for increasing the ro l e of f inancial 
i n s t i t u t i o n s in rapid i n d u s t r i a l development of Ind ia . 
CHAPTER I I 
FINANCIAL INTERMEDIARIES AND 
ECONOMIC DEVELOPMENT 
The tern) f inancia l in termediar ies i s used for 
those var ious i n s t i t u t i o n s which c o l l e c t savings from 
o t h e r s , i s su ing in re turn claims agains t themselves, 
and use the funds thus acquired to purchase ownership 
o r debt claims. According to Gurley and Shaw» "Finan-
c i a l In tennedia r ies are in ter-posed between u l t imate 
borrowers and lenders to acquire the primairy secu r i t i e s 
of the borrowers and provide other s e c u r i t i e s for the 
p o r t f o l i o s of the l ender s . Their revenues accrue mainly 
from i n t e r e s t on primary s ecu r i t i e s and t h e i r costs are 
predominantly i n t e r e s t on ind i r ec t s e c u r i t i e s and eypensea 
of adnin is te r ing them," The outs tanding feature of finan-
c i a l in te rmediar ies i s t ha t they do not merely mediate but 
in the process they can also crea te h igher degrees of 
safe ty and l i q u i d i t y which are the prime concern of the 
savers . 
1. Gurley, John G, and Shaw, E,W, "Money in a Theory of 
Finance*, Motilal Banarsidas, Delhi, 1968, p .94 , 
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Financial intermediaries i s a very wide term and 
covers a wide range of ins t i tu t ions from simple i n s t i -
tut ions l ike mutual savings societies/ commercial banks, 
e t c . to highly specialised ins t i tu t ions such as develop-
ment banks. Insurance compaxiles and Investment ttusts e tc . 
Types of financial intermediaries^ 
Financial intermediaries are broadly of two types 
as follows: 
i ) Primary financial intermediaries, and 
i i ) Secondary financial intermediaries. 
Primary financial intermediaries are those which draw 
the i r funds directly from the surplus uni t s — hous^olds, 
business enterprises and government — and make these 
funds available to deficit spending uni t s in the economy. 
Commercial banks, insurance companies, e tc . are the main 
examples of this type. 
Secondary financial intermediaries are those which 
depend for most of the i r funds on primary financial in te r -
mediaries or use thei r own funds to acc[uire the securi t ies 
of primary financial intermediaries. These ins t i tu t ions 
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do not collect funds directly from the general public 
but act mainly as the lending ins t i tu t ions . Development 
banks and specialised financial ins t i tu t ions are the 
exannples of th i s type. 
There are some other c r i t e r ia to make further d is -
t inc t ions among financial intermediaries: 
i ) Some intermediaries are privately owned and some 
are governmental* pr ivate commercial banks, credit societies 
and unions, savings banks, mutual fundsj etc, fall in the 
former category^whereas postal savings system, s ta te owned 
commercial banks and insurance conpanies, government 
pension funds and government specialised financial i n s t i -
tu t ions are the examples of the l a t t e r type. 
i i ) Some issue a few var ie t ies of debt while others l ike 
l i f e insurance conpanies have a multifarious structure of 
debts, 
i i i > Amongst private intermediaries, some are established 
for stock-holders' prof i t while others are mutuals or 
cooperatives, 
iv) Some intermediaries are able to create money and thus 
in the i r lending and investment ac t iv i t i e s they are some-
f rom 
what free / the l imitations imposed by the i r receipts . 
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o the r s are not able to do so and hence t h e i r a c t i v i t i e s 
a re r e s t r i c t e d to t h e i r own rece ip t s and increase in 
ne t worth. 
R.W. Goldsmith has given an e labora te l i s t of 
seventeen di f ferent types of f inancial in termediar ies 
which he has grouped under f ive d i f f e ren t heads as 
follows* 
i> The banking system/ 
i i> Other depository organisat ions , 
i i i > Insvirance organisa t ions , 
iv) Other f inancia l in termediar ies / and 
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v) Personel t r u s t departments. 
The f i r s t two categories include a l l those i n s t i t u -
t i o n s which function pr imari ly as depos i to r ies of shor t -
term funds of surplus economic u n i t s . The unique feature 
of the insurance organisa t ions i s p ro tec t ion against 
2. Jo sh i , M.S, "Financial Intermediar ies in India** 
P,C. Manaktala & Sons Pvt. Ltd . , Bombay* 1965* p . 29, 
3 , Goldsmith* R.w* "Financial Intermediar ies in American 
Economy Since 1900** NBER, Princeton, 1958, pp. 50-55. 
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specific r i sks . Their l i a b i l i t i e s are usually of long-
term nature fal l ing due only in accordance with the terms 
Of contract. The fourth category includes those which 
finance themselves primarily by issuing of their own 
secur i t ies ( l ike investment companies, e t c . ) , those which 
draw the i r funds mostly from other financial intermediaries 
and those which are financed directly by the Government, 
Personal tirust department are classified seperately because 
they administer assets on the basis of a trustee relation-
ship rather than as debtors or issuers of eqxiity securi t ies . 
Functions of Financial Intermediaries: 
The principal function of financial intermediaries i s 
to purchase primary securi t ies from ultimate borrowers and 
to issue indirect debt for the portfolios of ultimate 
lenders. Althou^ primary securities are thei r principal 
asset , financial intermediaries also hold the indirect debt 
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of other intermediaries and own tangible assets as well, 
Financial intermediaries transform the primary securi t ies 
in to indirect securi t ies which have a constant or deter-
minable redumption value, low investment costs and which 
are divis ible into convenient units from low to high 
4. Cf, Gurley and Shaw,Op.cit, p. 191, 
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denomination. The reward of intermediaries arises from 
the difference between the rate of return on primary 
securi t ies held by the intermediaries and the in teres t or 
dividend rate they pay on their indirect debt. 
Financial intermediaries e^^iloit the economies of 
scale in lending and borrowing. On the lending side 
intermediary can invest and manage investments in primary 
secur i t i es at unit costs far below the experience of most 
individual lenders. I t can schedule maturities so that 
chances of l iquidi ty c r i s i s are minimum. The mutual and 
cooperatives are sometimes favoured with tax benefits 
that are not available to individual savers. On the 
borrowing side, intermediary with a large number of depo-
s i t o r s can normally rely on a predictable schedule of 
claims for repayments and so can get along with a port-
folio that i s re la t ively i l l iquid . The advantages of 
large scale borrowings and lending with numerous creditors 
and debtors can be distributed to the intermediary's 
debtors in the form of interest payments and other benefits 
and to i t s stockholders in the form of sufficient dividends 
to a t t r a c t additional capital funds. Because of economies 
of scale, the assets and l i a b i l i t i e s of financial i n s t i t u -
t ions are highly specialised. 
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Highly organised security markets greatly increase 
the speed and economy of transactions in securit ies, 
and 
Securi t ies can be bought and sold quicklwwith an increa-
sing degree of their marketability, l iquidi ty i s also 
increased, Financial intermediaries increase the l iquidity 
of secur i t ies by lending on them. In fact financial in ter -
mediaries manufacture l iquidi ty . They create claims which 
are more l iquid than the securit ies they buy, and issue 
them to savers. Thus more savings are canalised into 
investment act ivi ty. 
In underdeveloped countries, savings are inst i tut ion 
e l a s t i c . They respond readily to the stimulus of new 
savings f ac i l i t i e s privided by financial ins t i tu t ions , 
A variegated structure of financial intermediaries can 
appeal to the security, motivation and other such aspects 
of savers and a t t rac t more savings by creation of an array 
of a t t rac t ive financial assets . This increases the volume 
of savings in the economy and affects i t s direction, 
Financial intermediaries are be t te r placed than 
individuals to channel the funds into investments in the 
p r i o r i t y areas which will accelerate the rate of economic 
development. Savings of an individual firm or producer 
19 
may not be l a rge enough to s t a r t new p ro j ec t s in other 
a reas which are needed most in an underdeveloped country, 
and hence they may be en^jloyed in the same industry a t a 
diminishing r a t e of r e tu rn . Financial in te rmediar ies , in 
t h i s case, can mop-up the sca t te red savings successfully 
and a l l oca t e them in such a manner t h a t i t would promote 
maximum increase of output in the economy, 
Financial in termediar ies can help to a la rge extent 
i n removing sec tora l imbalances among various i n d u s t r i e s 
by making more funds avai lable to l e s s developed sectors 
a t lower r a t e s of i n t e r e s t and discr iminat ing against the 
developed sectors of the economy. Government f inancia l 
i n s t i t u t i o n s play very inportant ro le in t h i s f i e ld , 
Financial in termediar ies can make s ign i f i can t contr ibut ion 
towards modernisation, r a t iona l i sa t ion and r e h a b i l i t a t i o n 
of i n d u s t r i e s . The f inancia l in termediar ies can also 
f a c i l i t a t e the expansion of markets through d i s t r i b u t i v e 
techniques 
Specia l ised f inancia l i n s t i t u t i o n s also enable the 
entrepreneures to import capi ta l goods and machinery and 
know-how from abroad by providing the scarce foreign 
exchange. 
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; ^ a r t from these t r a d i t i o n a l functions, specia l ised 
f inanc ia l i n s t i t u t i o n s have also undertaken a number of 
promotional functions l i k e guidance and technical ass is tance 
i n p r o j e c t i d e n t i f i c a t i o n , formulation and iaplementation, 
development and broad-basing entrepreneurship, upgrading 
managerial s k i l l s , e t c . Foreign technica l col labroation 
or advice and services of experts can be obtained in the 
b e s t poss ib l e manner through specia l i sed i n s t i t u t i o n s . 
Finance cons t i t u t e s an important l imi t a t ion to the 
whole process of i n d u s t r i a l i s a t i o n and f inancia l interme-
d i a r i e s apar t from mobilising domestic resources can also 
obta in funds from foreign countr ies as loans or by issuing 
of bonds ,e t c . For individual producers i t may not be 
p o s s i b l e , 
F inanc ia l Intermediar ies and Economic Developmentt 
The process of economic development requires as one 
of i t s accompanying s t ruc tu r a l changes in the economy, the 
development of a cap i t a l market which w i l l piO/vide an 
adequate and properly d i s t r i bu t ed supply of finance to the 
entrepreneures s e t t i n g up new i n d u s t r i a l p l an t s or thinking 
of expanding or modernising the already es tabl ished one. 
5, Sethuraman, T,V, " I n s t i t u t i o n a l Finance and Economic 
Development in India" , Vikas Publ ica t ions , New Delhi, 
1970, p . l . 
h 
While f inance i t s e l f produces no output , but i t enables 
t he entreprensures to gain control over r e a l resources 
which enable them to engage in industry by producing and 
d i s t r i b u t i n g i n d u s t r i a l products. At an ear ly stage of 
development, the would-be entrepreneures normally find 
t h e i r own f inancia l resources inadequate and must r e so r t 
to ex te rna l sources. Such finances are made avai lable 
by the f inanc ia l in te rmedia r ies . 
The adequate cap i ta l forrnation i s sin-qua-non for 
speedy economic development. The process of cap i ta l 
formation involves th ree d i s t i nc t , although i n t e r - r e l a t e d 
a c t i v i t i e s . 
(a) Savings, the a b i l i t y by which claims to resources are 
se t aside and so become avai lable for o ther purposes. 
(b> Finance, the a c t i v i t y by which claims to resoxirces 
are e i t h e r assembled from those re leased by domestic 
savings or obtained from abroad or spec ia l ly created 
as bank deposi ts or notes and then placed in the 
hands of i n v e s t o r s . 
(c> Investment, the a c t i v i t y by which resources are 
committed to production. 
6. Khan, M.Y,Op.cit, p . 4. 
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The volume of cap i t a l formation depends upon the 
i n t e n s i t y and efficiency with which these a c t i v i t i e s 
a re c a r r i e d on. Financial in termediar ies help to promote 
these a c t i v i t i e s . 
In the process of c o i t a l formation financial i n t e r -
mediaries help not only in ef fec t ive mobil isat ion of 
savings from a l a rge number of sca t t e red masses and 
c a n a l i s a t i o n of these savings in to the most desirable 
and productive forms of investment but also affect the 
growth of rea l savings throuc^ t h e i r numerical spread 
over sec t ions of population approached, acces s ib i l i t y , 
p o p u l a r i t y , nature and ex to i t of f a c i l i t i e s offered and 
the r a t e of i n t e r e s t paid on deposi t s . The f inancial 
i n t e rmed ia r i e s , thus, help to promote the process of 
c a p i t a l formation by bringing together the svipply of 
7 
savings and demand for inves t ib le funds. 
In a modem economy which i s charac ter i sed by money 
exchange, the bulk of the inves tors are business firms, 
whi le the prime savers are the households. Business firms 
d e s i r i n g funds for investment can and do borrow some of 
what they need d i r ec t ly from savers by s e l l i n g to them 
s tocks and bonds, but many savers are unwil l ing to lend 
7 . J o s h i , M.S, Op . c i t , p . i 7 , 
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t h e i r money d i r ec t ly to business in exchange for these 
types of f inancia l claims. In such a s i t ua t i on some 
intermediary i s needed to br ing the d e f i c i t and surplus 
u n i t s together . Indeed t h i s i s the prime r o l e of 
f inanc ia l in te rmedia r ies . 
Financial in termediar ies not only help in mobili-
sa t ion and col lec t ion of sca t te red savings from different 
sec t ions of population, but they also help to increase the 
o v e r a l l level of savings and investment and a l loca te more 
e f f i c i e n t l y scarce savings among most des i rable and produc-
t i v e investments in accordance with the nat ional p r i o r i t i e s . 
There i s another important angle to the role of 
f inanc ia l in termediar ies in economic development, p a r t i -
c u l a r l y of banks, which has been popularised by d i s t i n g u i -
shed economists l ike Schumpeter, Kalecki and Keynes. To 
Schumpeter, bank c r ed i t p lays a c r i t i c a l ro le in stimula-
t i n g economic development. According to him, "created 
c r e d i t " enables an entrepreneure to proceed with h is inno-
va t ion in an t ic ipa t ion of savings. He wrote, "the banker, 
the re fo re , i s not so much pr imari ly a middleman in the 
commodity 'purchasing power', as a producer of t h i s 
commodity." Newly crea ted purchasing power by banks 
8, Schumpeter, J.A, *The Theory of Economic Development", 
Harvard Universi ty Press, 1949, p . 14 . 
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placed in the hands of the entrepreneure enables him to 
secure command over physical resources and thus push 
through h i s investment projects. Once the investment 
resu l t s in the increased production, the i n i t i a l credit 
inf la t ion disappears and the equivalence between ifaoney 
and commodities streams i s restored. Both Kalecki and 
Keynes regarded the availabil i ty of finance as a key 
factor in ensuring independence of investment from savings. 
Schunpeter had vehemently emphasised the crucial role of 
credi t ins t i tu t ions in the financing of innovations and 
thus fac i l i t a t ing economic development. 
Besides performing the financial functions, financial 
intermediaries also provide entrepreneurial assistance to 
the loanee concemVindividual entrepreneur^projects, act 
as an agency for securing foreign technical advice, and 
ra i s ing fiinds from the capital markets of advanced countries. 
The intermediaries also fac i l i t a t e the e3q)ansion of markets 
through dis t r ibut ive tediniques and undertake other promo-
tional jobs of an essential nature, such as, marketing and 
investment research surveys, techno-economic feas ib i l i ty 
and cost-benefit studies of different growth sectors or a 
region, par t icular ly the backward regions of the country 
so as to identify potential for economic growth. 
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Adequate financial resources are v i t a l for Increasing 
the pace of industr ia l isat ion and, therefore, the existence 
of sui table agencies to mobilise and develope resources 
tha t are internal ly available becomes necessary. I t i s 
at t h i s stage financial intermediaries come into picture . 
While the financial intermediaries can not be an engine of 
growth, but they can certainly act as a growth inducing 
factor in desirable direct ions. 
In a rudimentry economy, where there are no financial 
intermediaries, there are restraints on savings, on capital 
accximulation and on efficient allocation of savings to 
investment. These factors act as an impediment to the growth 
of output and income. This i s true of developing countries 
where financial system i s generally immature and^ therefore, 
ac ts as an obstacle to economic growth. In a developed 
financial system, the efficient operation of specialised 
financial ins t i tu t ions can raise the savings and investment 
above the level that would have occvired had there been no 
such ins t i tu t ions . In addition, by bringing about a better 
allocation of investment^the productivity of capital i s 
improved and this promotes the 'real* economic growth of 
the country. 
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In developing countr ies , a v a i l a b i l i t y of finance 
i s one of the important bott lenecks in the process of 
r ap id economic development. Since personal savings are 
meagre due to lower per capi ta income in these coxintries, 
the chances of increas ing the r a t e of savings appear to 
be poor . However, much can be done by pu t t i ng grea ter 
9 
emphasis on i n s t i t u t i o n a l i s a t i o n of savings. Therefore, 
one of the most pressing needs of the developing countr ies 
i s to promote f inancia l i n t eg r i ty , e s t ab l i sh effect ive and 
cheap pro tec t ion for r i gh t s of c r ed i to r s and create f inan-
c i a l i n s t i t u t i o n s through which the savings of the commu-
n i t y can be increased and ef fec t ive ly channeled in to the 
hands of i nves to r s . 
In the developing countr ies , i n s t i t u t i o n a l arrange-
ments for the mobilisation and channelling of f inancia l 
resources must be continuously e3<panded and adopted to the 
growing and varied needs of the economy. Even in developed 
coun t r i e s the need for specia l ised f inancia l i n s t i t u t i o n s i s 
being increas ingly f e l t , though the quantum of ass i s tance 
channeled through them i s small in r e l a t i on to what i s p ro -
vided by the ordinary cap i t a l market mechanism. In develo-
p ing countr ies the need for such i n s t i t u t i o n s i s much grea ter 
and in t h i s connection, a great deal of i n i t i a t i v e and a s s i s -
tance i s ca l led for by the Government and i t s agencies. 
9. Memorandum of IBRD to the Report of U.N. on, "Methods of 
Financing Economic Development in Underdeveloped Coun-
t r i e s " , New York, 1949. 
CHAPTER III 
FINANCIAL INTERMEDIARIES IN INDIA 
H i s t o r i c a l Backqroiind 
Un t i l the end of the nlnteenth ca i tury moneylenders, 
indigeneous bankers, commercial banks and l i f e insurance 
companies were the only f inancial in termediar ies in Ind ia , 
The e a r l i e s t attetnpt to set-up a banking i n s t i t u t i o n 
in Ind ia with some c h a r a c t e r i s t i c s of a cen t ra l bank dates 
back to January 177 3 when Warren Hastings, Governor of 
Bengal, recommended the establishment of a "General Bank in 
Bengal and Bihar", The bank was set-up in ^ r i l 177 3, but i t 
proved to be only a short l i ved experiment. With the es tab-
l ishment of the agency houses in India by the B r i t i s h , a begi-
nning in commercial banking was made in the seventeenth century. 
Banking in India on Western l ines had s t a r t e d from the 
beginning of nineteenth century. The f i r s t j o i n t stock 
bank was es tabl ished a t Calcut ta by the name of Bank of 
Hindustan and was under European management. But t h i s 
bank a lso f a i l ed . However, modem banking got some impetus 
with the set t ing-up of th ree Presidency Banks a t BengaK 1806), 
1, "Reserve Bank of India » Functions and Working", published 
by Reserve Bank of India , Fourth Edition, 1983, p . l . 
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Bombay (1840) and Madras (1843). The f i r s t purely 
Indian bank was the "Oudh Commercial Bank" which was 
se t -up in 1881 followed by Punjab National Bank in 
1894 and People ' s Bank in 1901. Upto 1913, the number 
of commercial banks with a share c a p i t a l of Rs 5 lakhs or 
more were only 18, In 19 20# three Presidency Banks were 
merged to form Inper ia l Bank of India which dominated 
the banking scene upto Independence and even the rea f te r . 
In the ear ly years of the present century, cooperative 
c r e d i t i n s t i t u t i o n s including Land Development Banks were 
e s t ab l i shed to curb the undesirable a c t i v i t i e s of money-r 
l ende r s and indigeneous bankers on the one hand, and to 
c r e a t e i n s t i t u t i o n a l base for meeting the c red i t needs of 
the ag r i cu l t u r a l sector at reasonable terms and condit ions 
on the o ther . In the 19 30s and onwards several p r i v a t e 
investment t r u s t s were set-up by the prominent i n d u s t r i a l 
magnets with a view to support t h e i r own programmes. Then 
came the Reserve Bank of India in 19 35 as the Central Bank 
of the country. 
Ind ia could not achieve much on the front of i n d u s t r i a l 
development under the foreign regime. In May 1916, the 
Government of India* for the f i r s t time, appointed an 
Indian I n d u s t r i a l Commission to examine and report upon 
2'j 
the p o s s i b i l i t i e s of fur ther i ndus t r i a l development in 
I n d i a . The Commission pointed out tha t lack of f inancial 
f a c i l i t i e s was one of the most serious bottleneck in the 
encouragement of i n d u s t r i a l devfelopment in India, The 
Commission, i n t e r - a l i a* recommaided for the establishment 
of i n d u s t r i a l banks. The same po in t was r e i t e r a t e d by 
t h e Indian Central Banking Enquiry Committee in 19 31, 
which recomnended for the set t ing-up of an a l l India 
I n d u s t r i a l Finance Corporation to meet long-term requi re -
3 
ments of medium and small scale i n d u s t r i e s . The same 
problem was handled indiv idual ly by Dr. P .S . Loknathan 
and Dr. S.K. Basu and s imi lar suggestions were made by 
them. But nothing concrete came out u n t i l the achievemoit 
of Independence in t h i s r e spec t , 
L.C, Gupta has apt ly described the p r inc ip le 
f ea tu r e s of pre-Independence f inancial system in the 
following words* 
2. Report of the Indian Indus t r i a l Commission 1916-18, 
Calcutta, 1918, p . 281. 
3, Report of the Indian Central Banking Enquiry Committee, 
1931, Vol. I , Pa r t I , pp. 283-88. 
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"Thus the p r i n c i p l e features of the pre-Independence 
i n d u s t r i a l financing organisat ion are closed c i r c l e chara-
c t e r of i n d u s t r i a l enterpreneurship, a semi-organised and 
narrow i n d u s t r i a l s e c u r i t i e s market devoid of issuing 
i n s t i t u t i o n s and the v i r t u a l absence of pa r t i c ipa t ion by 
intermediary f inancial i n s t i t u t i o n s in the long-term 
financing of i ndus t ry . " 
Managing Agency System* 
Managing agency system came in to existence in India 
in the l a t t e r half of the ninteenth century when indus t r i a l 
development was facing mult ifarious problems l i k e lack of 
en t repreneur ia l a b i l i t y , dearth of c a p i t a l and absence of 
t echn ica l and managerial knowledge. At t h i s time, the 
managing agency system emerged to meet these challenges. 
Managing agents did the preliminary work of s t a r t i ng new 
concerns, promote j o i n t stock companies, employ the i r own 
funds or arrange for finance by ac t ing as guarantors and 
also manage the concerns. Managing agents nursed the con-
cerns for a long time u n t i l they could be safely launched 
for publ ic subscript ion i . e . , converted in to j o i n t stock 
4, Gupta» I*.C, "Changing Structure of Indus t r i a l Finance in 
India"/ Oxford University P ress , Bombay, 1969, p . 9 . 
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companies. They provided finance not only for i n i t i a l 
f ixed cap i t a l but also for subsequait extensions, rroder-
n i s a t i o n and reorganisa t ion. Mast of our l a rge scale 
i n d u s t r i e s l i k e Cotton and Ju te Tex t i l e s , Iron and Stee l , 
and P l an t a t i ons indus t r i es were promoted and managed by 
firms or conpanies of managing agents. I f the managing 
agents were not there , i t i s cer ta in t h a t I n d i a ' s indus-
t r i a l development in the ear ly p a r t of t h i s century and 
before would have been extremely d i f f i c u l t i f not impossible* 
S t a t i s t i c a l information i s not r ead i ly avai lable about 
the managing agencies. However, s tudies made by Dr, Raj K, 
5 6 7 
Nigam, Prof, S.K, Basu and N.CA.E,R. provide us some 
useful data . The study made by Prof, Basu shows that out 
of Rs 215 crores as the paid-up-capi ta l of 17 20 managed 
companies, managing agents subscribed to Rs 29 crores or 
14 pe r cent of the t o t a l pa id-up-cap i ta l . Their share in 
loans and advances comes to 24 per cent . This brings out 
t h e r e l a t i v e s ignif icance of managing agents in this f i e l d . 
5, Nigam, Raj K, "Managing Agencies in India" , F i r s t 
Round, Basic Facts , New Delhi, 1957, 
6, Basu, S.K, "The Managing Agency System — In Prospect 
and Retrospect*, Calcutta, 1958, 
7 , N,C.A,E,R,, "The Managing Agency System, New Delhi, 
1959. 
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Prof, Basu in h i s extensive study found tha t average 
holding of managing agents in tea, j u t e and coal indus-
t r i e s were 17 per cent , 10 per cent and 5 per cent 
r e spec t ive ly , which shows the r e l a t i v e innportance attached 
to these Indus t r i es by the managing agen t s . 
Study made by N.C.A.E.R. shows t h a t d i r ec t loans 
from managing agents formed only 1,3 p e r cent of the 
t o t a l loans in case of large companies, but the propor-
of 
t i o n was s igni f icant in case/smaller companies at 7 per 
aw 
cen t . Data about loans and advances ( in case of 143 
companies) ind ica te t h a t d i rec t loans by managing agents 
c o n s t i t u t e d 7 per cent of the t o t a l loans and advances. 
In case of smaller companies with a paid-up-capi ta l upto 
Rs 10 lakhs and between Rs 20 la3chs and Rs 30 lakhs, t h i s 
percentage was as h i ^ as 41 per cent and 47 per cent 
r e s p e c t i v e l y . In case of guaranteeing of loans, companies 
with pa id-up-capi ta l between Rs 20 lakhs and Rs 30 lakhs 
were again favoured with nearly 77 per cent of the i r t o t a l 
loans being guaranteed by them. All the loans in case of 
companies with p a i d - u p - c o i t a l above Rs 1 crore were guaran-
teed by the managing agents. All these informations give 
a roug^ idea about t h e nature and s igni f icance of f inancial 
a s s i s t a n c e provided by managing agents . 
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However, a f t e r Independence with the se t t ing up of 
var ious specia l ised f inancial i n s t i t u t i o n s resu l t ing in 
the personal financing giving place to i n s t i t u t i o n a l 
f inancing, the managing agency system have out l ived i t s 
u t i l i t y . The system has now been conpletely abolished. 
I n s t i t u t i o n a l Framework After Independence? 
Immediately af ter Independence, the absence of an 
organised and developed cap i t a l market was keenly f e l t . 
Government of India consis tent with i t s pol icy of playing 
an ac t i ve ro le in the i ndus t r i a l development of the comitry 
took appropria te st«ps towards crea t ing a network of f inan-
c i a l i n s t i t u t i o n s to f i l l the gaps in the supply of long-term 
f inance to industry. The oldes t of these i n s t i t u t i o n s i s 
the I n d u s t r i a l Finance Corporation of India (IFCI), which 
was set-up in 1948 to provide medium and long-term c red i t 
to medium and la rge scale i n d u s t r i e s . This was followed by 
the establishment of the S ta te Financial Corporations (SFCs) 
a t the S t a t e level to finance medium and small i ndus t r i e s 
under the State Financial Qprporation Act 19 51. In 19 54, 
National Indus t r ies Development Corporation Limited (NIDC) 
was set-up as a Government agency for a s s i s t ing growth of 
i n d u s t r i e s . However, since 1963, i t s ro le has been confined 
to consultancy serv ices . Indus t r i a l Credit and Investment 
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Corporation of India (ICICI> was set-up in 1955, as a 
p r i v a t e f inancial organisat ion under the aegis of the 
World Bank, to make i n d u s t r i a l finance avai lable to p r i v a t e 
s ec to r and to act as an underwriting I n s t i t u t i o n , To 
develop small i n d u s t r i e s , the National Small Indus t r ies 
Corporation (NSIC> was set-up in 19 55. Then in 1958, 
Refinance Corporation for Industry (RCI) was set-up by 
Reserve Bank of India for extending refinance f a c i l i t i e s to 
banks which provided medium term loans to indust ry . 
I n d u s t r i a l Development Bank of India(lDBI> was set-up 
in 1964, as the apex i n s t i t u t i o n , for providing term finance 
to i n d u s t r i e s and for coordinating the a c t i v i t i e s and opera-
a t ions of o ther i n s t i t u t i o n s engaged in the f i e ld of indus-
t r i a l f inance. IDBI also took over the business of RCI. 
In the same year. Unit Trust of India (UTI> was es tabl ished 
by RBI with a view to mobilise the savings of the conuminity 
by s e l l i n g the u n i t s of the t r u s t among as many inves tors as 
p o s s i b l e and invest ing the sa le proceeds in corporate secu-
r i t i e s in such a way as to secure safety, l i q u i d i t y and 
ensure regular and growing re turns to the u n i t ho lders . 
By t h i s arrangement, savers could inves t i nd i r ec t ly in the 
shares and secu r i t i e s of p r iva te corporate sector . 
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The n a t i o n a l i s a t i o n of l i f e insurance business, 
major scheduled commercial banks and general insurance 
companies brought in to the government's fold a wide ne t -
work of i n s t i t u t i o n a l set-up to meet the varied demands 
for c a p i t a l of the growing i n d u s t r i a l sec tor . 
On account of growing problem of i ndus t r i a l sickness 
a new corporation namely Indus t r i a l Reconstruction Corpora-
t i o n of India (IRCI) was es tabl ished in 1971, with the sole 
ob jec t ive of providing r ehab i l i t a t i on and reconstruction 
a s s i s t ance to sick and closed i n d u s t r i a l un i t s or those 
facing imminent closxire. Thus, according to Dr. P.D. Ojha, 
" the i n s t i t u t i o n a l framework for taking care of industry 
g 
from ' c rad le to grave' was developed," RBI has played an 
a c t i v e ro le not only in the creat ion of these f inancia l 
i n s t i t u t i o n s to ca te r to the needs of i n d u s t r i a l sector , 
but a lso by advising and guiding them in the i r develop-
mental e f f o r t s . 
S t ruc tu re of Financial Intermediar ies in India» 
The s t ruc tu re of f inancial in te rmediar ies in India i s 
not as complex and variegated as in most of the developed 
c o u n t r i e s . I t cons is t s of mainly th ree groups v i z . commercial 
8. Ojha, P.D, "Recent Trends in Indian Capi ta l Market", 
RBI Bul le t in , February 1984, p .83 
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banks, insurance and investment companies and specia l i sed 
9 
f inanc ia l i n s t i t u t i o n s . Now we sha l l b r i e f l y analyse the 
r o l e of commercial banks, LIC, UTI, GIC, IFCI, SIDCs and 
IRBI in providing i n d u s t r i a l finances in India . 
i> Commercial Banks* 
Commercial banks are o ldes t and most important f inan-
c i a l in termediar ies in India . By accepting deposits from 
the general public^ they play a very inpor tan t r o l e in the 
mobi l isa t ion of savings sca t te red a l l over the ootintry. 
After Independence, commercial banks have also emerged as 
a s ign i f i can t source of funds to the indus t ry . Though the 
bulk of bank finance has been of short-term nattire for 
meeting working c a p i t a l requirements of the indus t r i e s 
aga ins t commodity secur i ty and personal guarantee, but 
a f t e r the Second Five Year Plan, banks have been extending 
medium and long-term loans a lso . 
Commercial banks broadly consis t of scheduled commer-
c i a l banks and non-scheduled commercial banks, the former 
accounting for an overwhelmingly l a rge proportion of business 
v i z . about 99.9 per cent of the t o t a l banking business and 
only 0 ,1 per cent being accounted for by the non-scheduled 
9 . I t should be noted tha t here we are concerned with only 
those f inancial intermediar ies which provide finance 
mainly to the i n d u s t r i a l sector . 
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commercial banks. The scheduled commercial banks in the 
country camprise s t a t e Bank of India (SBI> and i t s assoc ia te 
banks. Nationalised Banks* Regional Rural Banks (RRBs) 
and foreign banks. The t o t a l number of branches of a l l 
7 8 commercial banks in the coijaitry, as on March^l990# were 
58901 with 57.8 per cent of the branches being located 
i n the ru ra l a reas . The number of branches and representa-
t i v e o f f ices of a l l 22 foreing banks operat ing in India were 
138 and 22 respect ively by March 23, 1990. Besides these , 
t h e r e are a t present 196 Regional Rural Banks covering 369 
d i s t r i c t s with a t o t a l of 14,079 branches. 
The commercial banks have done very well in the 
mobi l i sa t ion of deposits from the p u b l i c . The aggregate 
depos i t s of the scheduled commercial banks stood at 
Rs 1,66,959 crores by March 23, 1990, as against a t o t a l 
dqposi t of Rs 4650 crores in June 1969 (before n a t i o n a l i -
sa t ion of commercial banks). Of the t o t a l bank deposi ts , 
82.7 pe r cent were in the form of time deposi ts and 
remaining 17.3 per cent in the form of demand deposits by 
Match 23, 1990. The t o t a l investment of banks in Government 
and o ther approved s ecu r i t i e s aggregated to Rs 64,369 crores 
by March 23, 1990. 
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Bank c red i t to inc3ustrial sector aggregated to 
Rs 53,889 crores cons t i tu t ing 53.1 per cent of the t o t a l 
bank c r e d i t . Of these, a svun of Rs 15,67 2,8 crores has 
gone to the small scale i ndus t r i e s accounting 29 per cent 
of the t o t a l bank c r ed i t to the i n d u s t r i a l sector, while 
remaining Rs 38,216,2 crores forming 71 p e r cent of the 
t o t a l bank credi t to i n d u s t r i a l sector has gone to the 
medium and la rge scale sec to r . 
Engineering industry has accounted for l a rges t share 
of 23,1 per cent (Rs 12450 crores) in the t o t a l bank c red i t 
upto iMarch 23, 1990, followed by Text i le3 l3 .5 per cent 
(Rs 7 254 c rores ) . Chemicals including f e r t i l i s e r s 12,6 per 
cent (Rs 6794 crores ) , Metals and Metal Products 8,6 per cent 
(8s 4644 crores),- These four i n d u s t r i a l groups accounted 
fo r 57.8 per cent of the t o t a l bank c r e d i t . Other indus-
t r i e s a s s i s t e d by commercial banks were Sugar, Tea, Vege-
t a b l e O i l s , Leather, Construction, Cement, Paper, Rubber 
and E l ec t r i c i t y , e tc , 
i i> Life Insurance Corporation of India (LIC ) 
Li fe Insurance Corporation of India was set-up in 
19 56 through na t iona l i sa t ion of a l l l i f e insurance com-
pan ies i n the country. I t i s r e s ted with the r e spons ib i l i t y 
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of exclusively managing the l i f e insurance business and 
in consonance with national p r io r i t i e s and objectives, 
prudently deploying the funds of the policy holders to 
the i r best advantage. Besides investing in Government 
and other ^proved securi t ies , LIC extends assistance for 
development of socially oriented sectors and infrastructu-
ra l f a c i l i t i e s such as housing, rural e lectr i f icat ion, 
water supply and sewerage and provides finance to industr ial 
concerns by way of term-loans, underwriting and direct 
subscriptions to shares and debentures. LIC also extends 
resource support to term-lending ins t i tu t ions by subscri-
bing to their shares and bonds. Over the years, LIC has 
acquired sv j^reme position in the long-term financing of 
indu s t r i e s . 
Aggtegate investible funds of LIC, consisting of 
l i f e insurance business and capital redemption Insurance 
business, stood at Rs 24,418.8 crores at the end of March 
1990. Life insurance business constituted almost whole of 
the to ta l investible funds of LIC i . e . , 99,9 per cent while 
capi ta l redeiption insurance business contributed only 0.1 
per cent . 
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Total investment of LIC upto the March 1990 aggre-
gated to Rs 21,958,8 c ro res . Investment in Government 
and o ther approved s e c u r i t i e s cons t i tu ted 48,9 per cent 
of the t o t a l investment of LIC, During the Seventh Plan 
pe r iod {1985-90> LIC contr ibuted a sum of Rs 827,9 crores 
by way of subscription to shares and bonds of f inancia l 
i n s t i t u t i o n s . 
Direct ass i s tance to industry sanctioned by LIC 
aggregated to Rs 3645,9 crores upto March 1990/ of which 
term-loans were Rs 1517,7 crores and ass i s tance by way of 
underwrit ing and d i rec t subscript ions were Rs 2128,2 crores , 
c o n s t i t u t i n g 41,6 pe r cent and 58,4 per cent of t o t a l 
sanc t ions respect ively . Assistance sanctioned by LIC 
accounted 4.6 per cent of the t o t a l ass i s tance sanctioned 
by a l l f inancia l i n s t i t u t i o n s together to the i ndus t r i a l 
s e c t o r . The ac tual ass i s tance disbursed by LIC stood a t 
Rs 2868,8 crores by the March 1990, 
Industry-wise ass i s tance sanctioned by LIC i s 
concentrated in few i n d u s t r i e s . Chemicals and Chemical 
products has been the l a rges t beneficiary of L i e ' s a s s i s -
tance accounting 18.6 per cent of the t o t a l sanctions, 
followed by machinery (18 per cent) and t e x t i l e s (14,7 
per c e n t ) . These three indus t r i e s together have accounted 
more than half (51.3 per cent) of the t o t a l ass i s tance 
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sanctioned by LIC. Basic metal industr ies including 
Iron and Steel received 11.1 per cent of the total 
sanctions, while Electicity generation. Cement, E le t r i -
cal and Electronic equipments accounted for 7,7 per cent, 
6,6 per cent and 5,2 per cent of to ta l sanctions r e ^ e c -
t ive ly . Other industries assisted by LIC included Pood 
products. Paper, Rubber and Services, e t c . 
Private sector has got more than three-fourth (76 
per cent> of the to ta l assistance sanctioned by LIC up to 
March 1990/ while public sector accounted for 20.9 per 
cent and cooperative sector 3,1 per cent. Thus, LIC in 
i t s direct financing operations i s basically interested 
in the development of industries in the private sector, 
LIC has granted assistance for the establishment of new 
projects (30.4 per cent) as well as for expansioiV'diversi-
f icat ion purpose (16.6 per cent) and modernisation/rehabi-
l i t a t i o n purpose (18.7 per cent). In addition, i t has also 
granted supplementary assistance (34.3 per cent) to indus-
t r i a l concerns. Thus, LIC has played an inportant role 
in providing term finance to industr ial concerns in the 
country. 
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i i i > Unit Trust of India (UTI? 
As mentioned above* UTI was es tab l i shed in 1964 with 
a two-fold object ive; 
( i ) to st imulate and pool the savings of the middle 
and low income groups; and 
( i i> to enable than to share the benef i t s and prospe-
r i t y of the rapid ly growing i n d u s t r i a l i s a t i o n in 
the country. 
These two-fold objec t ives were to be achieved through 
a th ree - fo ld approach; 
(a> by se l l ing u n i t s of the t r u s t among as many 
inves tors as poss ib le in d i f fe ren t p a r t s of the 
country; 
(b) by invest ing the sale proceeds of the u n i t s and 
also the i n i t i a l capi ta l fvmds in i ndus t r i a l and 
corporate s e c u r i t i e s ; and 
(c) by paying dividends to those who have bouc^t the 
u n i t s of the t r u s t . 
Over the years, UTI has f loated 35 schemes including 
two off-shore country funds, to su i t diverse investment 
needs of i nves to r s , UTI has also been extending ass i s tance 
43 
to the corporate sector by way of term-loans, b i l l s 
rediscount ing, equipment leasing and hire-purchase 
f inanc ing . 
UTI, since i t s incept ion upto March 1990, has 
sanctioned an ass i s tance of Rs 6699.4 c rores d i rec t ly to 
the corporate sector representing 8,4 pe r cent of the t o t a l 
a s s i s t ance sanctioned by a l l f inancial i n s t i t u t i o n s toge-
t h e r . The actual ass i s tance disbursed by UTI aggregated 
t o Rs 4815.2 crores upto March 1990. Component-wise 
break-up shows tha t ass i s tance by way of subscription to 
p r i v a t e l y placed debentures and Ibans aggregated to 
Rs 2244,7 crores forming 33.5 per cent of the t o t a l a s s i s -
tance sanctioned upto March 1990 by UTI. A to t a l sum of 
Rs 374.4 crores w,ere invested by UTI in ordinary and p r e -
ference shares accounting 5.6 per cent of the t o t a l sanc-
t i o n s , while ass i s tance by way of underwr i t inc /d i rec t 
subscipt ions to bonds and debentures stood at Rs 2979.8 
crores cons t i t u t i ng 44.5 per cent of the t o t a l sanct ions. 
UTI has also sanctioned a sum of Rs 1100.5 crores to 
corporate sector in the form of special deposi ts which 
accounted 16.4 per cent of the t o t a l sanct ions . 
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Industry-wise chemicals and chemical products have 
got the la rges t share of Rs 1192.2 crores accounting 
17.8 per cent of the t o t a l sanctions followed by machinery 
(14.5 per cent ) , e l e c t r i c i t y generation (10.3 per cent) 
and t ex t i l e s (9 per c e n t ) . These four i n d u s t r i e s together 
accounted for more than ha l f (51,6 per cent) of the t o t a l 
a s s i s t ance sanctioned by UTI. Other i ndus t r i e s a s s i s t ed 
by UTI included Basic metal i ndus t r i e s , services , paper, 
rubber, food products and t ransport eqxiipment,etc. More 
than half (53,3 per cent) of UTI's ass i s tance has gone to 
the p r i v a t e sec tor . Publ ic sector has been the second 
l a r g e s t beneficiary with 38 per cent share in t o t a l sanc-
t i o n s , while the share of j o i n t sector (5.5 per cent) and 
(3.2 pe r cent) 
cooperat ive sectoJ^were in s ign i f i can t , UTI has granted 
a s s i s t ance to i n d u s t r i a l concerns for es tabl ishing new 
p r o j e c t s as well as for ej^ansion, d ive r s i f i ca t ion , moder-
n i s a t i o n and r ^ a b i l i t a t i o n purposes. 
i v j General Insurance Coirporatlon of India (GIC'> 
GIG was es tab l i shed in 197 3 a f t e r na t ioan l i sa t ion of 
general insurance companies in the country. GIG along 
with i t s four si:ib s i d i a r i e s , nanely# New India Insurance 
Company Ltd., Oriental F i re and General Insurance Company 
National Insurance Company Ltd. , 
L t d . , / a n d United India Insurance Company Ltd . ,opera tes a 
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number of insurance schemes to cater to the diverse needs 
of the society, GIC extends assistance to industrial 
enterprises by way of term loans,underwriting and direct 
subscription to shares and debentures of new and existing 
indus t r ia l undertakings and also part ic ipates in consor-
tium financing of projects along with other financial 
i n s t i t u t i ons . 
Assistance sanctioned by GIC. and i t s subsidiaries up to 
the end of March 1990 aggregated to Rs 1308,4 crores, of 
which a sum of Rs 1037,5 crores was disbursed. Machinery, 
basic metals including iron and steel , t ex t i l e s , f e r t i l i -
sers , chemicals and chemical products and e le t r ica l machinery 
are the important industries assisted by GIC* Private 
sector has been the largestyrecepient of GIC's assistance 
accounting more than 80 per cent of the total assistance 
followed by public, jo int and cooperative sectors. Like 
other financial ins t i tu t ions , GIC has granted assistance 
for establishing new projcets as well as for ejq>ansion, 
diversif icat ion and modernisation purposes to the existing 
pro jec t s , 
v> Industr ia l Finance Corporation of India (IFCI) 
ins t i tu t ion 
IFCI i s the o ldes^ ln the country which was set-up 
in 19 48 and i t i s the pioneer development bank In India. 
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The main object ive of IFCI as l a i d down in the preamble to 
the IFCI Act 1948 was "to make medium and long-term c r e d i t s 
more read i ly avai lable to i ndus t r i a l concerns in India* 
p a r t i c u l a r l y in circumstances where normal banking accommo-
dat ion i s inappropria te or recourse to cap i t a l i ssue 
method i s inprac t iceab le , •• 
Over the years* the a c t i v i t i e s of IFCI have progre-
ss ive ly increased both in scope and magnitude. I t s functions 
now cover project financing* f inancial services and promo-
t i o n a l a c t i v i t i e s . IFCI has become an important agency 
fcr financing the i n d u s t r i a l development and provides finance 
to a wide range of i n d u s t r i e s in d i f ferent forms. 
S t a r t i n g nrodestly in 1948, IFCI 's financing operations 
have grown in s ize and complexity to keep pace with the 
tempo of i n d u s t r i a l i s a t i o n in India . The cumulative 
f inanc ia l ass is tance sanctioned by IFCI* since i t s i n c ^ t i o n 
up to March 1990* aggregated to Rs 87 40.7 crores* accounting 
11 p e r cent of the t o t a l ass is tance sanctioned by a l l 
f i nanc ia l i n s t i t u t i o n s together . The actual ass is tance 
d isbursed by IFCI stood at Rs 5424,3 c ro res . Of the t o t a l 
sanctions* ass is tance under the pro jec t finance scheme 
aggregated to Rs 7921,1 crores forming 90.6 per cent of the 
t o t a l sanctions* scliemes of f inancia l services claimed 
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Rs 791,9 crores cons t i tu t ing 9,1 per cent of t o t a l sanctions, 
remaining Rs 27.7 crores or 0.3 per cent of t o t a l sanctions 
was granted by IFCI as the resource support to other finan-
c i a l i n s t i t u t i o n s . Under the project finance ass is tance , 
rupee loans (Rs 5711 crores) accounted for a share of 72.1 
p e r cent followed by foreign currency loans (Rs 1540.2 
c r o r e s ) , 19.4 per cent, underwriting and d i rec t subscr ip-
t i o n s (Rs 510.5 crores) 6,5 per cent, and guarantees (Rs 159,4 
crores) 2 per cent . 
Tex t i l e s industry has been the l a r g e s t beneficiary 
of IFCI ' s ass is tance with a sura of Rs 910,3 crores accounting 
10.4 per cent of the t o t a l sanctions, followed by bas ic 
metals (9.2 per cent ) , chemicals and chemical products (9 
pe r cen t ) , e l e c t r i c a l and e lect ronic equipments(7.6 per 
c e n t ) , cement (7.4 pe r cent) and food products (7.3 pe r 
c e n t ) . These s ix i n d u s t r i e s accounted for 50.9 per cent 
of the t o t a l ass is tance of IFCI. Other i n d u s t r i e s a s s i s t ed 
by IFCI were f e r t i l i s e r s , machinery, t r anspor t equipment, 
paper, nabber, metal products , e l e c t r i c i t y generation and 
s e rv i ce s , e t c . 
A notable feature of IFCI 's a s s i s t ance i s t ha t about 
ha l f (49 per cent) of i t s t o t a l a ss i s tance has gone to the 
i d e n t i f i e d backward areas of the country. P r iva t e sector 
with a t o t a l ass is tance of Rs 6293.7 crores have accounted 
4S 
for 72.2 pe r cent of the t o t a l a s s i s t ance followed by 
j o i n t sector ( l3 .3 per cent ) , publ ic sector (8.3 pe r cent) 
and cooperative sector (6,2 per c e n t ) . More than t h r e e -
f i f t h (63.1 per cent) of the t o t a l IPCI ' s ass is tance has 
gone for the establishment of new p r o j c e t s , while 22.2 per 
cent ass i s tance has gone for modernisation and r e h a b i l i t a -
t i o n purposes and 14,7 per cent for e:q)ansion and d i v e r s i f i -
ca t ion of ex i s t ing p ro j ce t s . Thus, IFCI has properly d i s t r i -
buted i t s ass i s tance between new p r o j e c t s as well as ex i s t ing 
p r o j e c t s . In t h i s way IFCI has played an important ro le in 
i n d u s t r i a l development of India , 
vi). S ta te I ndus t r i a l Development Corporations (SIDCs) 
SIDCs were set-up during s i x t i e s and early seventies 
under the Companies Act 1956, or as autonomous corporations 
under spec i f ic S ta te Acts, as a wholly owned State Government 
undertakings for promotion and development of medium and 
l a r g e i ndus t r i e s in the i r respect ive S t a t e s . The main 
ob jec t ive of SIDCs i s to act as a c a t a l y t i c agent for indus-
t r i a l development in t h e i r S ta tes , SIDCs provide f inancial 
a s s i s t a n c e to i n d u s t r i a l un i t s by way of term-loans, under-
w r i t i n g and d i rec t subscr ipt ions to shares and debentures and 
guarantees . They also undertake a var ie ty of promotional 
a c t i v i t i e s l ike preparat ion of f e a s i b i l i t y repor ts , i n d u s t r i a l 
p o t e n t i a l surveys, entrepreneurship development programmes. 
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and developing i n d u s t r i a l e s t a t e s / a r e a s . SIDCs are also 
engaged in s e t t i ng up of medium and l a rge i ndus t r i a l p ro jec t s 
in j o i n t sector in col laborat ion with p r i v a t e enterpreneurs 
or as wholly owned subs id i a r i e s . Some SIDCs also administer 
the incen t ive schemes of Centra l /Sta te Governments and 
p a r t i c i p a t e in r i sk c a p i t a l . At present , there are 26 
SIDCs in the country/ nine of them also function as the 
S t a t e Financial Corporations. Of such twin-function SIDCs, 
s i x are in the North-Eastem region^viz. Arunachal Pradesh, 
Manipur, Meghalaya, Mizoram, Nagaland and Tripura and remai-
ning three in Goa, Pondicherry and Sikkim. 
All 26 SIDCs together has sanctioned a t o t a l ass i s tance 
of Rs 4970.7 crores upto the March 1990, which formed 6.3 per 
cent of the t o t a l ass i s tance sanctioned by a l l f inancia l 
i n s t i t u t i o n s . The actual ass is tance disbursed by them stood 
at Rs 3687,6 crores . In cumulative sanctions upto March 1990, 
SIDC in Ut ta r Pradesh occupied the f i r s t pos i t ion (Rs 684.5 
crores) fijllowed by SIDCs in Maharashtra (Rs 563.2 c ro res ) , 
Gujarat (Rs 536.8 c ro re s ) , KamataKa (Rs 40 3.8 c ro res ) , Andhra 
Pradesh (Rs 350 c ro res ) , Pubjab (Rs 339.8 crores) and Tamil 
Nadu (Rs 324.3 c r o r e s ) . These seven SIDCs together accounted 
for nearly two-third of the cumulative sanctions of a l l SIDCs. 
Industrywise, chemicals and chemical products accounted for 
the highest share of 14.3 per cent followed by t e x t i l e s 
so 
(12.4 per cent), food procJucts (7,7 per cent), basic 
metals (7.2 per cent) and services (6 per cent>. These 
five industries together accounted for 47.6 per cent of 
the to ta l sanctions of al l SIDCs by March 1990. Sector-
wise, about four-fifth (79.4 per cent> of the total 
assistance has gone to the private sector followed by joint 
sector (11.9 per cent) , public sector(8.3 per cent) and 
cooperative sector (0.4 per cent). New projects shared 
70 per cent of the to ta l assistance, while assistance for 
expansion and diversification purposeafeormed 19.3 per cent 
and for raodemisation and rehabil i tat ion purpose 6,2 per 
cent. Rest 4.8 per cent of the total assistance was 
sanctioned as supplementary assistance by SIDCs, 
v i i . Industr ia l Reconstruction Bank of India (IRBI) 
IRBI was established after the reconstruction of 
Indust r ia l Reconstruction Corporation of India (IRCI) in 
19 85. Presently IRBI i s the principal credit and recon-
struction agency for rehabil i tat ion of sick and closed 
indus t r ia l uni ts . I t a ss i s t s industrial concerns by grant 
of term-loans and advances, underwriting of shares, bonds 
and debentures and guarantees for loans and deferred pay-
ments. The range of i t s ac t iv i t i e s includes provision of 
infrastructural f a c i l i t i e s , consultancy, managerial and 
merchant banking f a c i l i t i e s and making available machinery 
and other equipment on a lease or hire-purchase basis. 
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Cumulative ass is tance sanctioned by IRCI/IRBI up to the 
March 1990 stood a t Rs 1029.7 crores , against which ac tual 
disbursements araoxmted to Rs 765,2 c ro res . Text i les claimed 
the h ighes t share of 28,5 per cent followed by food products 
(9 .1 pe r cen t ) , basic metals (8,2 pe r cen t ) , chemicals and 
chemical products (6.6 per cent) and machinery (6.3 per c e n t ) . 
These f ive i ndus t r i e s together accounted for 58,7 per cent 
of the t o t a l ass is tance sanctioned by IRBI upto March 1990, 
West Bengal claimed the highest share of 30,1 per cent as 
i t was badly affected by the i n d u s t r i a l s ickness. Maharashtra 
was the second l a rges t ba ie f ic ia ry accounting 12.6 per cent 
of the t o t a l ass is tance followed by Tamil Nadu (10.7 per cent ) , 
Gujarat (10.1 per cent) and Uttar Pradesh (8 per c e n t ) . These 
f i ve S ta t e s accounted for 71.5 per cent of the t o t a l sanctions 
of IRBI upto March 1990. Pr iva te sector accounted niore than 
th ree - four th (76.2 per cent) of the t o t a l ass is tance, while 
pub l i c sector and j o i n t sector got 16.9 per cent and 10.5 per 
cent share respec t ive ly . Assistance for modernisation, reha-
b i l i t a t i o n and balancing equipmoit purposes formed 7 3.8 per 
cent of the t o t a l sanctions, while supplementary ass i s tance 
for co r rec t ing Imbalances, meeting cost over-run and other 
purposes cons t i tu ted 10,4 per cent, 7,9 per cent and 7.9 
pe r cent of t o t a l sanctions respec t ive ly . In t h i s way IRBI 
has done an important service in t he revival and r e h a b i l i t a -
t i o n of sick Indus t r i a l u n i t s in the country. 
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rrora the above discussion, i t i s clear that i n s t i -
tu t ional structure for providing industr ial finance in 
India i s now fair ly developed and well equipped to meet' 
the growing requirements of the industr ial sector. 
CHAPTER IV 
IDBI AND INDUSTRIAL DEVELOPMENT 
P r i o r to t h e s e t t i n g up of the IDBI, a f a i r l y wide 
network of f i n a n c i a l i n s t i t u t i o n s have emerged in I n d i a 
a s a r e s u l t of d e l i b e r a t e and pu rpos ive e f f o r t s made by 
Government and RBI a f t e r Independence, T h o u ^ t h e s e 
i n s t i t u t i o n s have served with a f a i r deg ree of success 
t o meet t h e growing requi rements of t h e e^qjanding i n d u s t r i a l 
s e c t o r , bu t they did n o t adequate ly meet the requi rements 
of long- t e rm f inance and of r ende r ing promot ional s e r v i c e s 
t o t h e i n d u s t r y . S t a t u t o r y o b l i g a t i o n s and the t r a d i t i o n s 
of t h e s e f i n a n c i a l i n s t i t u t i o n s were s e r i o u s c o n s t r a i n t s 
i n t h i s r e g a r d . Moreover, t h e i r ove r l app ing s e r v i c e s c r e a -
t e d confusion i n the minds of borrowers and t h e r e was no 
e f f e c t i v e mechanism t o coo rd ina t e and i n t e g r a t e the func-
t i o n i n g of t h e d i v e r s e i n s t i t u t i o n s i n t h e f i e l d . Thus, 
•there was t h e need f o r "a coo rd ina t ing machinery which 
cou ld e s t a b l i s h working r e l a t i o n s h i p wi th o the r f i n a n c i a l 
i n s t i t u t i o n s and bu i l d -up a p a t t e r n of i n t e r - i n s t i t u t i o n a l 
c o o p e r a t i o n t h a t can f a c i l i t a t e t h e evo lu t i on of a r a t i o n a l 
and cohes ive s t r u c t u r e of f i n a n c i a l i n s t i t u t i o n s , adapted 
t o t h e changing needs of emerging i n d u s t r i a l s t r u c t u r e with 
i t s growing complexity of i n t e r - r e l a t i o n s h i p s . Fur ther* a 
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c e n t r a l development i n s t i t u t i o n was essen t ia l to provide 
dynamic leadership in the task of promoting a widely 
diffused and d ive r s i f i ed yet v iable process of indus-
t r i a l i s a t i o n " . I t was against t h i s background that 
IDBI was es tabl ished in Ju ly 1964. I t i s functioning 
as an apex i n s t i t u t i o n coordinating and si^jplementing 
the operat ions of f inanc ia l i n s t i t u t i o n s providing long-
term finance to industry and as an agency for giving 
d i r e c t f inancia l a s s i s t ance to f i l l in the gaps. IDBI 
was es tab l i shed as a wholly owned subsidiary of RBI, but 
i t was delinked from Reserve Bank in 1976. 
Functions of IDBIt 
IDBI i s empowered to undertake considerably broader 
range of functions as compared with o ther financial i n s t i -
t u t i o n s . IDBI Act permits fu l l operat ional f l e x i b i l i t y 
and freedom to meet any problem r e l a t e d to indus t r i a l deve-
lopment in general and i n d u s t r i a l finance in p a r t i c u l a r . 
This covers a l l kinds of i ndus t r i a l organisa t ions , both in 
the publ ic and p r i v a t e sec tors and there i s no upper or 
lower l im i t with regard to the amount of ass is tance or the 
s i ze of the projec t which i t can finance. T^ere i s no r e s -
t r i c t i v e provisions in the IDBI Act regarding the nature 
and type of secur i ty to be obtained. 
1. Bat t , V.V, "A Decade of Performance of Indus t r i a l 
Development Ti-"^''- nf India", Com:nerce, Annual Number, 
1974. ' 
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Broadly, the functions of IDBI can be classified 
in to two categories! 
(l) Financial functions; and 
( 2> Promotional and coordinating function. 
Financial operations of IDBI can be further sub-
divided into two groups: 
( i) Indirect finance i . e . , those throuc^ other 
financial inst i tut ions/ and 
( i i ) Direct finance i . e . , those relat ing to provi-
sion of direct assistance to Industrial concerns 
ei ther on i t s own or in part icipation with other 
financial ins t i tu t ions . 
Indirect finance covers such ac t iv i t i e s as refinan-
cing of term-loans granted by other ins t i tu t ions/ subs-
cribing to their shares -and bonds and guaranteeing the i r 
underwriting obligations. IDBI's assistance to other 
i n s t i t u t i ons also includes i t s rediscounting schemes, 
IDBI can refinance term-loans to industr ia l concerns r e -
payable within 3 to 25 years given by other financial 
i n s t i t u t i o n s . I t also refinances term-loans repayable 
between 3 to 10 years given by scheduled banks or State 
Cooperative Banks. IDBI also refinances escort credit 
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given by scheduled banks and State Cooperative Banks, 
Thus, IDBI finances those banks and financial i n s t i t u -
t ions which are lending to industr ial concerns. 
Direct financial assistance to industr ia l projects 
are given by IDBI in similar ways in which other finan-
c i a l ins t i tu t ions normally provide. I t grants direct 
assistance by way of project loans, underwriting of and 
direct subscription to industr ial securi t ies , soft loans, 
technical refund loans and equipment finance loans. 
However, i t has greater freedom of operation and can endea-
vour to secure collaboration of other ins t i tu t ions in the 
f ie lds of technical scrutiny and financial partnership# 
IDBI also grants export finance in the form of 
d i rec t loans and guarantee to e:^orters in participation 
with banks, refinancing of medium-term export credit 
granted by banks and overseas buyer's credit . 
Promotional functions under the second category 
includes such ac t iv i t i es as marketing and investmait 
research and surveys as well as technological studies. 
I t can also provide technical and administrative ass is -
tance to any industr ial concern for promotion, management 
or esqjansion. IDBI also plans, promotes and developes 
indust r ies to f i l l gaps in the industr ial structure of 
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t he country, rxiring the twenty s ix years of i t s opera-
t i o n s , IDBI evolved a number of innovative schemes of 
a s s i s t ance and undertook various promotional a c t i v i t i e s 
to meet the growing needs of the i n d u s t r i a l sector . Since 
1970 # IDBI has taken several measures to step-up pace of 
i n d u s t r i a l i s a t i o n in the r e l a t i v e l y backward regions of 
t he country. 
F inanc ia l Resources of IDBI 
The cumulative resources of IDBI, since i t s incept ion 
up to June 30/ 1981, aggregated to Rs 5,965,5 crores, which 
rose sharply to Rs 42,386.7 crores by the end of March 1990, 
i n d i c a t i n g an increase of more than seven times during June 
1981 to March 1990. 
The pr inc ipa l sources of funds to the IDBI are 
following: 
(1) Share capi ta l , 
(2) Reserves and reserve funds; 
(3) Borrowings from RBI, 
(4) Borrowings from Goveimment of India, 
(5) Market borrowings, 
(6> Foreign currency bbrrowings, 
(7) Deposits, and 
(8> In te rna l Generation. 
5.3 
(l> Share Capital^ 
At present , authorised cap i t a l of IDBI i s Rs 1000 
c r o r e s . The pa id-up-capi ta l of IDBI a t the end of June 
19 81 was Rs 145 crores cons t i tu t ing 2.4 per cent of the 
cumulative resources of IDBI, which increased to Rs 637 
c ro res forming only 1.5 per cent of cumulative resources 
of IDBI at the end of March 1990. Thus, despi te more than 
four times increase in the absolute amount of paid-up-capi-
t a l i t s r e l a t i v e importance has declined from 2,4 per cent 
by June 30, 1981 to 1.5 per cent by March 31, 1990t-
(2) Reserves and reserve fundsi 
IDBI has created Reserve Fund, Investment Reserve 
as well as other funds l i k e Technical Assistance Fund, 
Staff Welfare Fund, Text i le Modernisation Fund, National 
Equity Fund, "Mahila Vikas and Mahila Udyam NidhJ, e tc . 
By June 1981, reserves and reserve fxonds contributed 
Rs 108,47 crores forming 1,6 per cent of the t o t a l resources, 
By March 31, 1990, i t s contr ibution increased t o 8s 1101.5 
c ro r e s , cons t i tu t ing 2.5 per cent of cumulative resources 
of IDBI, Thus, in absolute as well a s in r e l a t i v e terms 
both, contr ibut ion of reserves and reserve funds has 
increased during June 1981 to March 1990. 
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(3) Borrowings from RBI; 
IDBI borrows from RBI to meet i t s f inancial r equ i r e -
ments. I t borrows from RBI (i> from National Indus t r i a l 
Credi t (Long-Term operat ions) Eund, ( i i ) against s tocks, 
funds and t ru s t ee s e c u r i t i e s / and ( i i i> against b i l l s of 
exchange or promisory n o t e s . 
By the end of June 1981, cumulative borrowings from 
RBI aggregated to Rs 1701.7 crores forming 28,5 per cent 
of t o t a l resources of IDBI, which increased to Rs 5377,9 
c ro res cons t i tu t ing 12.7 pe r cent of t o t a l resources by 
March 31 , 1990. Thus, during e igh t i es , the r e l a t i v e 
importance of borrowings from RBI has subs tan t i a l ly 
decreased in the t o t a l resources of IDBI. However, i t 
s t i l l cons t i tu tes the t h i r d l a rges t source of funds to 
IDBI. 
(4> Borrowings from Government of India? 
IDBI's borrowings from Government of India cons is t s of 
(a> i n t e r e s t - f r e e loans , 
(b) other loans, and 
(c> against IDA l i n e of c red i t from the World Bank, 
The aggregate amount of loans from the Government of 
I nd i a t i l l the end of June 1981 stood at Rs 265,9 crores 
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forming 4.5 per cent of t o t a l resources^ which increased 
to Rs 1049 crores forming 2.5 per cent of cximulative reso-
urces of IDBI by the end of March 1990. Thus, during 
June 1981 to March 1990* IDBI's dependence on Government 
of Ind ia has decreased, 
(5]> Market Borrowings? 
With subs tant ia l r i s e in i t s operations* IDBI has 
been increas ingly re ly ing upon market borrowings ,par t i -
c u l a r l y a f te r 1971* when Government decided tha t IDBI 
should not depend on i t for i t s finances, but augment i t s 
resources from market borrowings. The market borrowings 
of IDBI are through i s sue of bonds and debentures. The 
outs tanding amount of borrowings under t h i s head as on 
June 30, 1981 were Rs 1300 crores forming 21.8 per cent 
of t o t a l resources of IDBI. By March 31, 1990, t o t a l 
market borrowings by way of bonds including cap i t a l bonds 
aggregated to Rs 8662.9 crores, forming 20.4 per cent of 
t o t a l resources of IDBI. At present t h i s cons t i tu tes 
second l a r g e s t source of funds with one-f i f th contr ibution 
in the t o t a l resources. 
(6) Foreicgi Currency Borrowings* 
IDBI also r a i s e s resources in foreign currency through 
i n t e r n a t i o n a l sources l i k e A.D.B,, I.B.R.D., e t c . as well as 
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through comnercial borrowings by way of i ssue of bonds 
abroad. By the end of March 1990, IDBI ra i sed foreign 
currency resources from abroad equivalent to Rs 1906.7 
c ro re s cons t i tu t ing 4,5 per cent of t o t a l resources. 
(7> Deposits? 
To augment i t s resources* IDBI has also accepted 
depos i t s in the form of cotipany deposits and investment 
depos i t ^ e t c . since 197 6, As on March 31, 1990/ the 
t o t a l deposi ts aggregated to Rs 1996.2 crores forming 4.7 
p e r cent of t o t a l resources of IDBI. 
(8) I n t e rna l Generation: 
I n t e r n a l generation cons t i tu t e s s ingle la rges t 
source of funds to IDBI, IDBI's i n t e r n a l l y generated 
resources consis t of repayment of pas t ass is tance, rece ip t 
of i n t e r e s t , commission and sale of investment in shares 
and bonds of i n d u s t r i a l concerns. By the end of March 1990, 
t o t a l funds through i n t e r n a l generation stood at Rs 21,360 
c ro res cons t i tu t ing 50,4 per cent of t o t a l resources of 
IDBI, Thus, half of the resources of IDBI comes from i t s 
own in te rna l sources. 
Besides a l l these sources, IDBI also borrows from Lie 
and other different sources but t h e i r share i s nominal. By 
March 1990, a t o t a l of Rs 27 5,7 crores were borrowed by IDBI 
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from these sources forming only 0,6 per cent of t o t a l 
resources of IDBI. IDBI also receives grants from the 
Government of India from time to t ime. By March 31/ 1990, 
i t received a t o t a l grant of Rs 19.8 crores from the Govern-
ment of India forming only 0 .1 per cent of the t o t a l 
r esources , 
A break-up of the t o t a l resources of IDBI reveals 
t h a t by the end of March 1990, 54,5 per cent of i t s t o t a l 
resources were generated through i t s own in terna l sources 
and r e s t were ra i sed from external sources . About one-
fourth i . e . , 25.1 per cent of the t o t a l resources were 
r a i s e d by IDBI from household sector e i t h e r d i rec t ly or 
i n d i r e c t l y (through commercial banks, LIC, UTI, e tc . ) by 
way of i s sue of bonds and debentures and fixed deposi t s . 
IDBI co l lec ted about 15.9 per cent of i t s t o t a l resources 
from non-household sec tor specia l ly Government of India and 
RBI, while 4.5 per cent of i t s t o t a l resources were r a i sed 
by IDBI from foreign sources. 
The above analys is c lear ly reveals tha t IDBI has 
d i v e r s i f i e d i t s sources of funds and do not depend on 
Government support. This i s a heal thy and desirable t rend . 
Operations of IDBI 
With a modest beginning in 19 64-65, the operations of 
IDBI have recorded subs tan t ia l increase over the \-ears, in 
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Table 4 , 1 ; Ass i s t ance Sanct ioned and Disbursed by IDBI 
(RS Crores ) 
Year A s s i s t a n c e Disbursed 
1970-71 69 .6 57.6 
197 1-7 2 148.9 8 0 . 1 
1972-73 96.6 81.7 
1973-74 167.0 137.0 
1974-75 253.7 203.1 
1975-76 304.6 223.5 
1976-77 539.6 341.4 
1977-78 679,5 410.3 
1978-79 7 24.8 618 .1 
1979-80 1131.9 752.9 
1980-81 1291.2 1014.1 
1981-82 1549.8 1217.9 
1982-83 1800.2 1498.5 
1983-84 2303.4 1774.3 
1984-85 3342.0 2073.7 
1985-86 3517.2 2783.9 
1986-87 4427.0 3205.9 
1987-88 4791.3 3613.6 
1988-89 6958.5 4745.8 
1989-90 8150 .1 5084.8 
Source » Report on Development Banking i n I n d i a 1989-90. 
64 
conformity with, i t s ever increas ing ro le in indus t r i a l 
f inance in India . Since i t s inception upto March 198o# 
IDBI sanctioned a t o t a l ass is tance of Rs 9432.88 crores 
c o n s t i t u t i n g 42 per cent of the t o t a l ass is tance sanctioned 
by a l l f inancia l i n s t i t u t i o n s , which increased to Bs 42,191,2 
c ro re s by the end of March 1990, forming 53 per cent of t o t a l 
sanct ions of a l l f inanc ia l i n s t i t u t i o n s . Thus, during eigh-
t i e s , there has been sharp increase in the ass is tance san-
c t ioned by IDBI, as a r e s u l t , i t s r e l a t i v e share also rose 
sharply from 42 per cent to 53 per cent by March 1990, This 
c l e a r l y ind ica tes the dominant and increasing role being 
played by the apex i n s t i t u t i o n in meeting the f inancia l 
requirements of the i n d u s t r i a l sec tor . 
Actual ass is tance disbursed by IDBI, since i t s incep-
t i on upto March 1990, aggregated to Rs 30,197,0 crores con-
s t i t u t i n g 53,6 per cent of the t o t a l ass i s tance disbursed 
by a l l f inancia l i n s t i t u t i o n s . I t a lso ind ica tes t ha t 
71,6 pe r cent of t o t a l sanctions of IDBI were ac tua l ly 
disbursed by March 1990, Thus, IDBI accounts more than 
h a l f of the t o t a l ass i s tance sanctioned as well as disbursed 
by a l l f inancia l i n s t i t u t i o n s . Table 4,1 gives the yearwise 
a s s i s t a n c e sanctioned and disbursed by IDBI since 1970-71 up-
to 1989-90. 
Table 4.1 shows tha t during 1970-71, IDBI sanctioned 
an a s s i s t ance of Rs 69,6 crores which was a modest amount. 
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But s ince then there has been sharp increase in the 
sanct ions of IDBI. During 1980-81 ass i s tance sanctioned 
by IDBI amounted to Rs 1291.2 crores showing an increase 
of 18,6 times over 1970-71 level of sanct ions. Assistance 
sanct ioned by IDBI reached to a record level of Rs 8150.1 
c ro re s during 1989-90/ which was 6.3 times higher than 
19 80-81 leve l and 285 times h i (^er than 1970-71 level of 
a s s i s t a n c e sanctioned. This c lear ly indica tes t ha t how 
sharply ass is tance sanctioned by IDBI has increased during 
1970-90. Yearwise sanct ions show tha t they have not i n -
creased a t a uniform r a t e during 1970-90, However, data 
shows tha t on an average bas is ass i s tance sanctioned by 
IDBI has r i sen a t an annual r a t e of 32.3 per cent during 
1970-90r which i s much higher than the average annual 
growth r a t e of 25.1 per cent recorded in the sanctions 
of a l l f inancial i n s t i t u t i o n s during the sane per iod. 
Decadewise growth shows tha t ass is tance sanctioned by 
IDBI has increased at a r e l a t i ve ly much higher r a t e during 
sevent ies i .e .# 43.3 per cent per annum as against an 
annual average growth r a t e of 22.5 per cent during eigh-
t i e s , A break-up of the twenty years per iod (1970-90) 
i n t o four sub-periods of f ive years each shows tha t there 
has been continuous decl ine in the average annual growth 
r a t e of ass is tance sanctioned by IDBI. During 1970-75 
a s s i s t a n c e sanctioned by IDBI has increased at an annual 
average growth r a t e of 50.9 per cent, which decreased to 
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37 .2 p e r cent p e r annum dur ing 1975-80, and t o 24»7 
p e r c e n t p e r annum dur ing 1980-85 and f u r t h e r dec l ined 
t o 20.3 p e r cen t p e r annum between 1985-90. This i s not 
a h e a l t h y development. 
The r a p i d growth i n IDE's o p e r a t i o n s i s a l so ev iden t 
from t h e annual average a s s i s t a n c e s anc t ioned by IDBI du-
r i n g each success ive f i v e y e a r s p e r i o d between 1970-90 
a s shown i n Table 4, 2 below* 
Tab le 4 ,2 » -Annual Average A s s i s t a n c e Sanct ioned by IDBI 
(1970-90)' 
(Rs Crores) 
P e r i o d A s s i s t a n c e Sanct ioned (Annu al Average) 
1970-75 147.16 
197 5-80 67 6.08 
1980-85 20 57.32 
1985-90 5568.82 
Sources Computed from Report on Development Banking i n 
I n d i a 1989-90. 
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The above table c l ea r ly shows tha t annual average 
ass i s tance sanctioned by IDBI has continuously increased 
i n each successive f ive years period. Table shows tha t 
annual average ass i s tance sanctioned by IDBI has increased 
from Rs 147,16 crores during 1970-75 to an average of 
Rs 5568.82 crores during 1985-90 indica t ing an increase of 
more than t h i r t y seven times which i s a remarkable achieve-
ment. Thus, over the years , IDBI has sharply increased 
i t s sanctions in accordance with i t s commitment of playing 
an increas ing ly important role in meeting the growing 
requirements of the e^^anding indus t r i a l sec tor . 
Like sanctions, ass i s tance disbursed by financial 
i n s t i t u t i o n s has also shown a remarkable increase over the 
yea r s . With a modest amount of Rs 57.6 crores disbursed by 
IDBI during 1970-71, ass i s tance disbursed rose to Rs 1014.1 
c ro res during 1980-81, showing an increase of 17.6 times, 
and fur ther increased to a high level of Rs 5084,8 crores 
during 1989-90, showing an increase of f ive times over 
1980-81 l eve l and 88 times over 1970-71 l e v e l . Yearwise 
data , in Table 4 ,1 , shows tha t ass is tance disbursed by IDBI 
has continuously increased during 1970-71 to 1989-90, 
During 1970-90, a ss i s t ance disbursed by IDBI has increased 
a t an average annual growth r a t e of 27.7 per cent which i s 
h igher than the growth r a t e recorded in the disbursement of 
a l l f inancia l i n s t i t u t i o n s v iz . 24.8 per cent per annum. 
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during the same period. But disbursements' growth rate 
of IDBI i s much lov/er than growth r a t e of i t s sanctions 
(32.3 per cent) during 1970-90. I t i s disappointing as 
i t ref lec ts inefficiency on the part ocf the industrial 
sector in u t i l i sa t ion of i t s sanctions. Decadewise growth 
shows that during seventies IDBI's disbursements have in-
creased at a relat ively much higher ra te of 34.7 per cent 
per annum than eighties which recorded a growth rate of 
21.4 per cent per annum. This i s not a healthy development, 
Composition of Assistance: 
Financial assistance sanctioned by IDBI consists of 
broadly two groups; 
( i ) Direct Assistance, and 
( i i ) Indirect Assistance. 
(i> Direct Assistance; 
IDBI's approach with regard to direct financial ass i s -
tance has been-gavemed by i t s apex character, i t s vantage 
posi t ion for assist ing the financing of industry in p a r t i -
cipation with other financial ins t i tu t ions and the special 
responsibi l i ty vested in i t to f i l l the gaps in the indus-
t r i a l structure and to develope certain v i ta l and s trategic 
sectors of the economy. As the lender of the las t resort , 
i t endeavours not only to f i l l in the gaps that remain 
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a f t e r taking in to account the ass is tance provided by 
o t h e r f inancia l i n s t i t u t i o n s , but also takes lead in 
the appra isa l of the p ro jec t and i n arranging for the 
necessary quantum of f inancia l a ss i s t ance .^ 
IDBI's d i r ec t a s s i s t ance to industry i s extended 
mainly under i t s pro jec t finance scheme in the form of 
loans , underwriting of and d i rec t subscript ion to shares 
and debentures and guarantees and to a l imi ted extent 
under the Technical Development Fund Scheme, Assistance 
under the Text i le Modernisation Fund, Ventur Capital Fund, 
Technology Upgradation and Equipment Finance for Energy 
Conservation Schemes are also included under the pro jec t 
finance scheme. 
The cumulative d i r e c t f inancial ass i s tance sanctioned 
by IDBI, since i t s incept ion up to March 1990, stood at 
Rs 15781.55 crores which cons t i tu ted 37,4 per cent of t o t a l 
a s s i s t a n c e sanctioned by IDBI, The actual disbursements 
of d i r e c t ass is tance upto March 1990,aggregated to Rs 10,045.99 
crores forming 33,2 per cent of t o t a l ass i s tance disbursed 
by IDBI upto March 1990. Yearwise d i r ec t ass is tance sanc-
t ioned by IDBI shows f luc tua t ions from year to year ranging 
from a negative growth r a t e of -28,7 per cent (during 197 2-
7 3) to a record increase of 116,5 per cent (during 1976-77). 
However, over the years, we find a cons is ten t ly increas ing 
2, Khan, M,Y, Op .c i t , p , 204, 
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t r end in the d i rec t f inancia l ass is tance sanctioned by 
i i i r e c t 
IDBI. During 1970-90yassis tance sanctioned by IDBI has 
inc reased at an annual average growth r a t e of 33.8 per 
cen t which i s l i t t l e higher than the average grcwth r a t e 
in the ove ra l l ass i s tance of IDBI i . e . , 32.3 per cent 
dur ing the same per iod. Thus, during 1970-90, d i r ec t 
a s s i s t a n c e sanctioned by IDBI has increased at a re la -
t i v e l y higher r a t e than i t s overal l ass i s tance ind ica t ing 
t h a t i t i s playing more ac t ive d i r ec t role in meeting the 
f inanc ia l requirements of the i n d u s t r i e s . As a r e su l t , 
r e l a t i v e share of d i r ec t f inancia l ass i s tance in the t o t a l 
a s s i s t ance of IDBI increased from 31,8 per cent during 
1970-80 to 36,8 per cent during 1980-90, 
Annual average of d i r ec t ass i s tance sanctioned by IDBI 
a l so shows a s teadi ly increasing trend in each successive 
f ive years period during 1970-90 as shown in Table 4,3 below* 
Table 4. 3» Annual Average Direct Assistance Sanctioned by 
IDBI (1970-90) 
(RS Crores) 






Source* Conputed from Report on Development Banking in 
India — various i s s u e s . 
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The above table c l ea r ly shows tha t there has been 
continuous increase in the annual average of ass is tance 
sanctioned by IDBI during each successive five years .per iod . 
Table shows tha t annual average d i rec t ass is tance sanc-
t ioned by IDBI was i?s 51,83 crores during 1970-25 which 
rose sharply to an average of Rs 2153.66 crores per annum 
during 1985-90, i nd i ca t i ng an increase of 41.6 times 
which i s a remarkable achievement. 
Direct ass is tance sanctioned by IDBI to i n d u s t r i a l 
concerns cons is t s of four di f ferent forms as followss 
(i> Loans, 
(ii> Underwriting and d i rec t subscript ion, 
( i i i ) Guarantees, and 
(iv> Technical Development Fund, 
( i ) Loanst 
IDBI generally provides loans to i n d u s t r i a l concerns 
d i r e c t l y for per iods ranging betweeai ten to twelve years 
i n c l u s i v e of grace period of 2 - 3 years . Loans cons t i -
t u t e s the single most important component of IDBI's d i r e c t 
a s s i s t a n c e . Since i t s inception upto March 1990, t o t a l 
loans sanctioned by IDBI aggregated to Rs 13995,87 crores 
forming 88,7 per cent of t o t a l d i r ec t ass is tance sanct-
ioned, while actual disbursements of loans amounted to 
Rs 9221,08 crores cons t i tu t ing 91,8 per cent of d i rec t 
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ass i s t ance disbursed by IDBI up to March 1990. Loans 
sanctioned by IDBI has increased at a very high r a t e 
s p e c i a l l y since 1970-71. During 1970-90, loans sanc-
t ioned by IDBI has increased at an average annual growth 
r a t e of 33,5 per cent/ but growth r a t e was higher during 
sevent ies (38 per cent per annum) than e igh t ies (29,4 
pe r cent per annum), There has been remarkable increase 
in the r e l a t i v e importance of loans in the d i rec t a s s i s -
tance of IDBI, During 1964-70, loans cons t i tu ted 66,8 
per cent of t o t a l d i r e c t ass is tance, which increased 
sharply to 89,8 per c e i t during 1970-80 and then declined 
marginally to 88.6 pe r cent during 1980-90. The annual 
average of loans in absolute terms also indicates growing 
s ize and s ignif icance of loans in the IDBI's scheme of 
f inancing. Annual average of loans sanctioned by IDBI 
during 1964-70 was Rs 15,77 crores which increased to 
Rs 4 3,49 crores during 1970-7 5 and fur ther increased to 
an annual average of Rs 246,29 crores , Rs 59 2,91 crores 
and Rs 1957,69 crores during 1975-80, 1980-85 and 1985-90 
respec t ive ly . Thus, annual average of loans sanctioned 
by IDBI has increased by 124 times during 1964-70 to 
1985-90, 
( i i ) Underwriting and Direct Subscription* 
IDBI also finances i ndus t r i a l concerns through 
underwri t ing and d i r e c t subscript ion t o shares and 
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debentures issued by them, but t h e i r magnitude has been 
l i m i t e d . Cumulative underwriting ass i s tance sanctioned 
by IDBI upto March 31, 1990, aggregated to Rs 1132.77 
c ro res , accounting 7,2 per cent of t o t a l d i rec t ass i s tance 
sanct ioned by IDBI, The actual underwriting ass is tance 
d isbursed by IDBI by March 1990 were Rs 297.59 crores for -
ming only 3 per cent of t o t a l d i r ec t ass is tance disbursed 
by i t . I t shows tha t only 26,3 per cent of t o t a l sanctions 
of underwrit ing were ac tua l ly disbursed. Though yearvise 
underwri t ing ass i s tance sanctioned by IDBI show large f luc -
t u a t i o n s from year to year, but there i s stead^f increase 
i n the annual average underwriting ass is tance of IDBI in 
each successive five years period during 1970-90. For 
ins tance annual average underwriting ass is tance sanctioned 
by IDBI was Rs 7,85 crores during 1970-7 5 which increased 
to an average of Rs 20,04 crores during 197 5-80, and fur ther 
inc reased to an average of Rs 65,69 crores during 1980-85 
and to Rs 133,05 crores per annum during 1985-90, However, 
d e s p i t e increase in the absolute amount of underwriting 
a s s i s t a n c e , i t s r e l a t i v e share decreased from 8,6 per cent 
during 1970-80 to 6,9 per cent during 1980-90, which i s 
very low. Thus, IDBI l i k e other f inancia l i n s t i t u t i o n s 
such as IFCI, SFCs^etc. actsyprimarily as a term-lending 
agency and i t s underwriting and investment ac t i v i t y i s a t 
a miserably low l eve l . Despite t h i s , IDBI has emerged as 
t h e most important development bank in the sphere of 
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underwriting in India next only to IGECI. A notable 
f ea tu re i s that i t s underwriting opera t ions are r e f l e c -
t i n g the accent on 'promotional ' aspects as a major share 
of i t s underwriting operat ions pe r t a in to issues of r i sk 
c a p i t a l . Equally inriportant i s the fact tha t the i s sues 
of c a p i t a l by new companies occupy a permanent place in 
IDBI's underwriting operat ions . 
( i i i ) Guarantees? 
Apart from loans and underwrit ings/ IDBI also 
g ran t s d i r ec t ass i s tance to indus t r i e s in the form of 
guarantees for loans and deferred payments. Total 
amount sanctioned by IDBI by way of guarantees, since 
i t s incept ion upto March 1990, stood a t Rs 400.87 crores 
c o n s t i t u t i n g only 2.5 per cent of t o t a l d i r ec t ass i s tance . 
The ac tua l disbursements amounted to Rs 318,90 crores for-
ming 3.2 per cent of t o t a l ass is tance disbursed by IDBI 
upto March 1990. The r e l a t i v e iitportance of guarantees 
in IDBI's scheme of d i r ec t financing has subs tan t i a l ly 
dec l ined over the yea r s . For example, during 1964-70 
guarantees formed 17,1 per cent of t o t a l d i r ec t a s s i s -
tance which f e l l to a meagre of 2.9 per cent during 1980-
90, Infac t IDBI seems to have discontinued the p r ac t i c e 
of extending guarantee f a c i l i t y to i n d u s t r i a l concerns 
s ince 1974-75, but resumed i t in 1980-81, 
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(Iv) Technical Development Fund: 
Since 1976, IDBI also provided d i r e c t ass is tance to 
i n d u s t r i a l en te rpr i ses under the Technical Development Assis-
tance Scheme, The Government of India in March 197 6 created 
a specia l fund ca l led Technical Development Fund, in order 
to promote fu l l e r u t i l i s a t i o n of capaci ty , technical upgra-
dat ion and export development. Technical Development Fund 
provides foreign exchange for imports of small value balan-
cing eqiaipment, technical knowhow, foreign consultancy ser-
v i ce s and drawings and designs. During 1976-90, IDBI has 
sanctioned a t o t a l ass i s tance of Rs 252,04 crores accounting 
1.6 per cent of t o t a l d i r e c t a ss i s t ance . Actual d isburse-
ments amounted to Rs 208,42 crores cons t i t u t i ng 2.1 per cent 
of t o t a l ass is tance disbursed by IDBI, Though ass i s tance 
under t h i s jscheme i s of l imited magnitude, but annual average 
a s s i s t ance under i t has shovm steady improvement over the 
y e a r s . During 1976-80 average annual ass is tance sanctioned 
under Technical Development Fund was Rs 5.59 crores, which 
increased to Rs 16 crores per annum during 1980-85 and fur-
ther increased to Rs 31,38 crores during 1985-90. This shows 
t h a t annual average assis tance, sanctioned under t h i s scheme 
has increased by 5,6 t imes during 1976-80 to 1985-90. Thus, 
over the years , IDBI i s taking an increas ing i n t e r e s t i n the 
Technical Development Assistance Scheme. This i s a heal thy 
development. 
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2. Ind i rec t Assistance? 
IDBI provides a s ign i f ican t p a r t of i t s t o t a l a s s i s -
tance to i ndus t r i a l concerns i n d i r e c t l y through other f inan-
c i a l i n s t i t u t i o n s l i k e SFCs, SIDCs, Commercial banks and 
cooperat ive banks, e t c , IDBI's i nd i r ec t ass is tance , since 
i t s incept ion upto March 1990, aggregated to Rs 26206.19 
crores forming 62,1 per cent of t o t a l ass i s tance sanctioned. 
However, actual disbursements of i n d i r e c t ass is tance amoun-
ted to Rs 19956.02 crores cons t i tu t ing 66.1 per cent of 
t o t a l ass i s tance disbursed by IDBI upto March 1990. Annual 
f igu res since 1970-71 show tha t there has been continuous 
i nc rea se in the amount of i nd i r ec t ass i s tance sanctioned by 
IDBI, but the r a t e of increase of ass i s tance has var ied 
from year to year. During 1970-90, i n d i r e c t ass i s tance san-
c t ioned by IDBI has increased at an average annual growth 
r a t e of 26.4 per cent . However, the r a t e of growth was 
much higher during sevent ies i . e . , 33.7 per cent per annum 
of 
as compared to the growth ra te /19 .8 per cent per annum recor-
ded during e igh t i e s . 
A notable feature of IDBI's i n d i r e c t ass is tance i s 
t h a t , i t s r e l a t i v e share in the overal l ass is tance has 
inc reased from 55,9 per cent during 1970-80 to 61»4 per 
cent during 1980-90, Thus, not only in absolute terms, 
but also in r e l a t i v e terms there has been s igni f icant 
inc rease in the i n d i r e c t ass is tance sanctioned by IDBI 
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during 1970-90. Thus, i t i s c lear tha t in consonance 
with i t s evolving ro le as apex development bank, IDBI 
has been adapting i t s operational p o l i c i e s as a natural 
concommitant of which more enphasis has progressively 
come to be placed on i n d i r e c t ass i s tance for financing 
3 
of i n d u s t r i a l e n t e r p r i s e s , 
IDBI extends i t s i nd i r ec t ass i s tance basi 
t h r e e important ways. They are: 
f 
(i> Refinancing of i n d u s t r i a l loans, V  -. -^ ^%%\ 
( i i ) Rediscounting ass is tance , and 
( i i i ) Subscription to shares and bonds of f inancia l 
i n s t i t u t i o n s . 
Since 1976-77, IDBI i s providing i n d i r e c t ass i s tance 
in a l imi ted amount through i t s Seed Capi ta l Assistance 
Scheme a lso , 
(i> Refinance of Indus t r i a l Loans* 
A major proportion of IDBI's i n d i r e c t ass is tance to 
i n d u s t r i a l sector i s provided by way of refinance of indus-
t r i a l loans . I t s ref inance f a c i l i t y i s avai lable to IFCI, 
SFCs, commercial banks, cooperative banks, and SIDCs/SIICs. 
3, Khan, M.Y,Op.cit, p . 208, 
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Regional Rural Banks are also e l i g i b l e to avail of r e -
f inance ass is tance from IDBI, The loans to be refinanced 
must have a maturity of 3 to 25 years in case of IFCI and 
SFCs and 3 to 10 years in the case of commercial and coope-
r a t i v e banks. Generally IDBI provides 80 per cent of the 
loans given by f inancial i n s t i t u t i o n s / but in case of 
small en te rp r i ses and u n i t s located in backward areas i t 
can be up to 100 per cent of the loans given by final c i a l 
i n s t i t u t i o n s . 
Refinance ass i s tance has been s ingle most inpor tan t 
form of i nd i r ec t ass i s tance of IDBI. Cumulative refinance 
a s s i s t a n c e sanctioned by IDBI upto March 1990 aggregated 
to Rs 15605.13 crores, cons t i tu t ing 59,5 per cent of the 
t o t a l i n d i r e c t ass i s tance sanctioned by IDBI. Actual d i s -
bursements amounted to Rs 11648,59 crores forming 58.4 pe r 
cent of t o t a l disbursementWof i n d i r e c t ass is tance by IDBI. 
Thus, about th ree - f i f th of the i nd i r ec t ass is tance of IDBI 
has been in the form of refinance of i n d u s t r i a l loans. 
Yearwise data shows tha t there has been continuous increase 
in the quantum of refinance ass is tance sanctioned by IDBI 
s ince 1970-71 upto 1989-90, excqpt in the year 1977-78 when 
ref inance ass is tance has declined by 2.1 per cent over the 
year 1976-77. During 1970-90 refinance ass is tance sanctioned 
by IDBI has increased at an average annual growth r a t e of 
31.5 pe r cent, but the r a t e of growth was much higher during 
seven t ies i . e . , 46.2 per cent per annum as against 18.3 per 
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cent per annum recorded during e igh t i e s . However* despi te 
slow growth recorded in the refinance ass i s tance during 
e i g h t i e s , i t s r e l a t i v e share in the t o t a l i nd i r ec t a s s i s -
tance increased from 57,3 per cent during seventies to 
60 per cent during e i g h t i e s . This r e f l e c t s that IDBI i s 
inc reas ing ly re ly ing on i t s refinancing operat ions to a s s i s t 
the i n d u s t r i a l concerns. A notable fea ture of IDBI's r e f i -
nance ass i s tance i s t h a t about two-third of i t s t o t a l r e f i -
nance ass i s tance has gone to the small scale sector . As on 
March 31, 1990/ ref inance ass is tance to the small scale 
sector formed 67.8 pe r cent of t o t a l refinance sanctions, 
while remaining 32,2 pe r cent has gone to the medium and 
l a r g e scale sector . I t i s bas ica l ly due to the fact tha t 
IDBI i s providing ass i s tance to small sector i nd i r ec t l y 
through SFCs, SIECs/SlICs, commercial banks, cooperative 
banks and regional r u r a l banks which are the major benef i -
cLar ies of refinance ass is tance of IDBI. 
Ins t l tu t ionwise refinance ass i s tance has undergone 
s ign i f i can t changes over the years . Though SFCs continue 
to get the l a rges t share in the t o t a l refinance ass is tance 
of IDBI, but t h e i r r e l a t i v e share has declined s ign i f i can t ly . 
During 19 64-7 5, SFCs accounted for 64 pe r cent of the t o t a l 
ref inance ass is tance which decreased to 49.5 per cent during 
197 5-80 and fur ther f e l l to 43.5 per cent during 1980-85. 
However, during 1985-90 SFCs improved t h e i r share to 48 per 
c en t . As against t h i s , SIDCs have recorded subs tan t ia l 
i nc rease in the refinance ass is tance sanctioned to them 
by IDBI. During 19 64-7 5 IDBI did not grant refinance 
a s s i s t a n c e to SiDCs, but during 1975-80/ they got 5.5 per 
cen t of the t o t a l refinance ass is tance which increased sharply 
to 19.1 per cent during 1980-85 and fur ther improved margi-
n a l l y to 19,9 per cent during 1985-90. Shares of commercial 
banks and cooperative banks have shown large f luc tua t ions . 
During 19 69-75 commercial and cooperative banks together 
accounted for 36 per cent of t o t a l refinance* which inc rea -
sed to 45 per cent during 1975-80 but thereaf te r declined 
to 37,4 per cent during 1980-85 and fur ther decreased to 
32,1 pe r cent during 1985-90. Thus, there has been s ign i -
f i c a n t changes in the in s t i t u t ionwise refinance ass is tance 
sanct ioned by IDBI during 1964-90. 
Industrywise ref inance ass is tance sanctioned by IDBI 
shows t h a t services sector has been the l a rges t beneficiary 
accounting 35.5 per cent of t o t a l ref inance ass is tance san-
c t ioned by IDBI upto March 1990. Under the services sector . 
Road Transport has been the major benef ic iary which accounted 
for 26.5 per cent of t o t a l refinance ass i s tance of IDBI, 
Other important indus t r i e s which received refinance ass i s tance 
of IDBI were Chemicals (9 per c e n t ) , t e x t i l e s (8 per cen t ) , 
food products (6.7per cent ) , metal products (6 per cent) and 
e l e c t r i c a l machinery (3,1 per cent) and so on, Industrywise 
break-up reveals that IDBI i s giving preference bas i ca l ly to 
consumer goods indus t r i e s in i t s ref inancing opera t ions . 
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( i i ) B i l l s Finance; 
There are two schemes v i z . B i l l s Rediscounting Scheme 
and Direct Discounting of B i l l s Scheme through which IDBI 
gran ts b i l l s finances to i n d u s t r i a l concerns. B i l l s Redis-
counting Schane was introduced in April 19 65 to help the 
use of indigeneous machinery. Under the scheme, IDBI r ed i s -
counts b i l l s of exchang^promlso-ry notes covering instalments 
payable on sales of indigeneous machinery and cap i ta l goods 
on deferred payment b a s i s . Original ly scheme was appl icable 
to only six indus t r i e s , namely, cotton, j u t e , s i l k , cement, 
sugar and paper machinery. But, over the years, scheme has 
been consideably expanded in scope and now i t covers a l l 
machinery manufacturing i ndus t r i e s in Ind ia , Since 19 68 i t 
has been extended to cover purchaser - users in the public 
sector such as Sta te E l e c t r i c i t y Boards, S ta te Road Transport 
Corporations and Government companies. 
Direct Discounting of B i l l s Scheme has been recent ly 
int roduced by IDBI in June 1988, Under the Scheme, IDBI 
d i r e c t l y discounts b i l l s / p r o mi scry notes to machinery manu-
f a c t u r e r s who have been in production for a minimum period 
of f ive years with a good track record. Scheme has i n i t i a l l y 
been extended on a s e l ec t i ve bas i s . 
Cumulative upto the end of March 1990, ass is tance 
sanctioned by IDBI by way of b i l l s finance amounted to 
2 
Rs 8754,12 crores , represent ing 33.4 per cent of to t a l 
i n d i r e c t f inancing. Actual ass is tance disbursed under 
these schemes aggregated to Rs 6587,4 crores forming 33 
p e r cent of t o t a l i n d i r e c t ass i tance disbursed by IDBI 
up to March 1990, 
Under the B i l l s Rediscounting Scheme, there has been 
sharp increase in the absolute amount sanctioned by IDBI 
during 1970-90, During 1970-71 IDBI rediscounted b i l l s 
worth of Rs 28,48 crores which increased to Rs 1159,54 c ro res 
during 1989-90 showing an increase of about 41 times. 
Annual data since 1970-71 shows tha t there has been con t i -
nuous increase in ass i s tance sanctioned by way of rediscoun-
t i n g of b i l l s except in years 1977-78, 1984-85 and 1989-90, 
During 1989-90 decl ine in the ass i s tance sanctioned has 
been bas i ca l l y due to sharp increase in the ass is tance 
under d i r ec t discounting scheme. During 1970-90 ass i s tance 
sanctioned under b i l l s rediscounting scheme has increased 
a t an average annual growth r a t e of 23,7 per cent. Relat ive 
share of b i l l s rediscounting ass is tance was 33.9 per cent 
during 1964-70 which increased to 36,5 per cent during 1970-
80 and then declined to 32,8 per cent during 1980-90. Thus, 
over the years , the r e l a t i v e share of b i l l s rediscounting 
a s s i s t a n c e has f luctuated around one- th i rd of to t a l i n d i r e c t 
a s s i s t ance of IDBI, Industrywise break-up shows that e l ec t r i -
c i t y generation has received la rges t share of 36,6 per cent 
of the t o t a l rediscounting ass is tance followed by t e x t i l e s 
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(16.6 per cent) , road t ranspor t (15,5 per cent) and 
machinery (8,7 per c e n t ) . These four indus t r i e s accoun-
t ed for 77,4 per cent of t o t a l b i l l s rediscounting a s s i s -
t ance of IDBI by March 1990. Other i ndus t r i e s a s s i s t e d 
under the scheme were food manufacturing, j u t e , chemicals, 
t r a n s p o r t equipment, paper^ e t c , but t h e i r share i s very 
low. Thus, IDBI's b i l l s rediscounting ass is tance i s mainly 
concentrated to four industr ie .s v i z , e l e c t r i c i t y genera-
t i o n , t e x t i l e s , road t ranspor t and machinery. This i s not 
a hea l thy trend and ass i s tance should b e spread to other 
i n d u s t r i e s a l so . 
Assistance sanctioned by IDBI under d i rec t discounting 
of b i l l s scheme was oh.lyRs8.7 crores in the f i r s t year of 
i t s operaticOT,i,e,, 1988-89 bwt increased sharply to Rs 82,4 
c ro res during 1989-90 showing an increase of about nine and 
ha l f t imes. I t i s expected that in future scheme wi l l get 
due a t t en t ion from IDBI, 
( i i i ) Subscription to Shares and Bonds of Financial I n s t i -
tu t ionss 
As a purveyor of supplementary resources, IDBI has 
provided f inancial ass i s tance to o ther f inancial i n s t i t u t i o n s 
through subscription to t h e i r share cap i t a l andbond i s s u e s , 
F inanc ia l i n s t i t u t i o n s to which such ass is tance has been 
extended are IFCI, ICICI, IRBI, UTI, SFCs, SIDCs and NSIC, 
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e t c . By March 31/ 1990, cumulative ass is tance sanctioned 
by IDBI by way of subscr ipt ion to shares and bonds of f i -
nancia l i n s t i t u t i o n s aggregated to Rs 1759.16 crores c o n s t i -
t u t i n g 6.7 per cent of t o t a l i nd i r ec t ass is tance sanctioned 
by IDBI. However, actual subscript ions up to March 31, 1990, 
amounted to Rs 1647.7 c rores , forming 8.3 per cent of t o t a l 
i n d i r e c t ass is tance disbursed by IDBI, of which Rs 614.0 
c rores was subscribed to the share cap i t a l and r e s t Rs 10 3 3.7 
c rores to bonds and debentures of f inancia l i n s t i t u t i o n s . 
pe r cent 
Thus, 31,3yof actual subscr ipt ion went to the share cap i t a l 
and 62.7 per cent to bonds and debentures of f inancial 
i n s t i t u t i o n s . Yearv/ise subscript ions show la rge f luctuat ions 
i n the absolute amount from year to year, but over the years 
i t has increased s t ead i ly . For ins tance, the annual average 
subscr ip t ion to shares and bonds and debentures of f inancia l 
i n s t i t u t i o n s was Rs 4.07 crores during 1964-70, which increased 
to an average of Rs 17.0 2 crores during 1970-80 and fur ther 
inc reased to an average of Rs 154.48 crores during 1980-90, 
showing an increase of about 38 t imes. In r e l a t i v e terms, 
the share of subscr ipt ions to shares and bonds and debentures 
of f inanc ia l i n s t i t u t i o n s in t o t a l i n d i r e c t ass i s tance 
dec l ined sharply from 13.5 per cent during 1964-70 to 6 per 
cen t during 1970-80 and then improved marginally to 6.4 per 
cent during 1980-90. Thus, despi te increase in the absolute 
amount of IDBI's resource support to other f inancial i n s t i -
t u t i o n s , i t s r e l a t i v e importance has declined over the years . 
8o 
This should not be surpr i s ing as these subscript ions 
a re intended only to strengthen the f inancia l pos i t ion 
of f inancia l i n s t i t u t i o n s so that t h e i r lending capacity 
i s increased, 
Ins t i tu t ionwise break-up of subscr ipt ions to the 
share cap i t a l of f inancial i n s t i t u t i o n s shows tha t 60,4 
pe r cent of t o t a l subscr ip t ions went t o SFCs followed by 
S t a t e Indus t r i a l Development Bank of Ind ia (SIDBI) 20,4 
pe r cent, IFCI 8,2 per cent and SIDCs 5,6 per cent . Thus, 
9 5 pe r cent of t o t a l subscript ion to share cap i ta l by IDBI 
up to March 1990, has gone to these four i n s t i t u t i o n s . Other 
i n s t i t u t i o n s whose share capi ta l were subscribed by IDBI 
included IRBI (1.6 per cen t ) . Discount and Finance House of 
I n d i a Ltd. (DFHI 1.1. pe r cent) , UTI (0,4 per cent ) . Tourism 
and Finance Corporation of India Ltd. (1 .2 per cent)^ e t c , 
IDBI also holds a nominal amount of 0,47 crores in the share 
c a p i t a l of Technical Consultancy Organisations (TCOs), 
On the other hand, ICICI received the highest share of 
50,8 per cent in the t o t a l subscriptions to bonds and deben-
t u r e s of f inancial i n s t i t u t i o n s by IDBI up to March 1990, 
IFCI was the second l a r g e s t beneficiary accounting 22 per cent 
s h a r e . Thus, E I C I and IFCI together accounted for 7 2,8 per 
cen t of t o t a l subscript ions to bonds and debentures of finan-
c i a l i n s t i t u t i o n s . Other i n s t i t u t i o n s whose bonds and deben-
t u r e s were subscribed by IDBI were NSIC (7,9 per cen t ) , SiDCs 
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(6 ,9 per cent ) , SFCs (6.8 per cent> and SSIDCs (5,6 per cen t ) . 
Civ) Seed Capital Assistance: 
Since 1976 IDBI has introduced Seed C o i t a l Assistance 
Schemes, The object ive of these schemes i s to help such 
entrepreneures who have technical ly feas ib le and economically 
v iab le p ro jec t s and possess the en te rpr i se but lack adequate 
f inanc ia l resources to put in the promoter 's contr ibut ion, 
Thus/ Seed Capital Assistance Scheme i s intended to make-up 
o r supplement promoter 's contr ibut ion, 
IDBI upto March 1990, has sanctioned Rs 87,78 crores 
under Seed Capital Assistance Scheme against which disburse-
ments amounted to Rs 72,24 crores . Though seed cap i t a l a s s i s -
tance cons t i t u t e s only 0.3 per cent of t o t a l i nd i r ec t a s s i s -
tance of IDBI, but over the years there has been s ign i f ican t 
i nc rease in the absolute amount sanctioned under t h i s scheme. 
Annual average ass i s tance sanctioned under t h i s scheme was 
only Rs 0.92 crores during 1976-80, which increased to Rs 8,02 
c ro res during 1980-85 and further increased to an annual 
average of Rs 9.68 crores during 1985-90 showing an increase 
of 10.5 t imes. A discouraging feature i s that since 1986-87, 
absolu te amount sanctioned under t h i s scheme i s continuously 
decreas ing. IDBI should reverse t h i s t rend and take act ive 
p a r t to help the new entrepreneurs to set-up new projects and 
a c c e l e r a t e the pace of i ndus t r i a l development in the country. 
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Table 4,4J Sectorwise Assistance Sanctioned by IDBI 
(Rs Crores> 





























































Source* Report on Development Banking in India, various issues. 
(v) Assistance to Leasing Companiest 
IDBI also grants ass is tance to l eas ing cotrpanies 
s ince 1987-88. Upto March 31, 1990, IDBI has sanctioned 
an ass i s tance of Rs 179.50 crores to 57 leas ing companies 
against which actual disbursements amounted to Rs 171 crores . 
As on March 31/ 1990^ outstanding loan assisstance to leasing 
companies was Rs 144 c ro r e s . An encouraging feature i s that 
a s s i s t ance sanctioned to leasing companies i s continuously-
increas ing since 1987-88, 
Sa l i en t Features of Operations of IDBI 
(1) Sectorwise Assistance? 
A notable f ea tu re of IDBI's f inancia l operations i s 
tha t i t s ass is tance i s spread over a l l sectors of the eco-
nomy v iz . publ ic sector , j o i n t sec tor , cooperative sector 
and p r i v a t e sector . However, r e l a t i v e importance of d i f fe -
r e n t sec tors in IDBI's scheme of financing i s d i f ferent and 
i s a lso changing over t ime. Table 4.4 shows yearwise a s s i s -
tance sanctioned to d i f fe ren t sec tors s ince 1980-81 to 1989-
90 . 
(a> Assistance to the Pr iva te Sectors 
P r i v a t e sector has been the l a rges t recepient of a s s i s -
tance from IDBI. Cumulative ass is tance sanctioned to the 
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p r i v a t e sector , since i t s inception up to March 1990/ amoun-
ted to Rs 29828.64 crores cons t i tu t ing 74,3 per cent of the 
t o t a l ass i s tance sanctioned by IDBI, Actual ass is tance d i s -
bursed ipto March 1990/ aggregated to Rs 20919.31 crores for-
ming 74 per cent of t o t a l ass i s tance disbursed by IDBI. 
ThuS/ three-fourth of the t o t a l a ss i s tance of IDBI has gone 
to the p r i va t e sec tor . Annual data since 1980-81/ in table 
4. 4/ s,hows tha t a s s i s t ance sanctioned to the p r iva te sector 
has continuously increased except in the year 1985-86. 
During 1980-90 ass i s tance sanctioned to the p r iva te sector 
increased at an annual average growth r a t e of 22.5 per cent. 
However, sanctions to the p r iva t e sector has increased at a 
much higher r a t e of 30 pe r cent per annum during f i r s t half 
of the e igh t ies (1980-85> as compared to annual growth r a t e 
of 16.6 per cent during the second half of e igh t ies (1985-90). 
Thus* during Seventh Plan period/ growth r a t e of ass i s tance 
to the p r i v a t e sector has been very low. This i s not a healthy 
development. 
Annual average ass i s t ance sanctioned to the p r iva te 
sec to r was Rs 41.42 crores during 1964-70, which increased 
to an average of Rs 315,0 5 crores during 1970-80 and fur ther 
inc reased to an average of Rs 27 54.11 crores during 1980-90, 
Thus/ annual average of ass is tance sanctioned to p r iva t e 
s e c t o r has increased by 66,5 times during 1964-70 to 1980-90. 
But in r e l a t i v e terms i t s share in t o t a l ass is tance declined 
from 83,2 per cent during 1964-70 to 74,7 per cent during 
30 
19 80-90. This decline has been bas ica l ly due tx3 the 
inc reased ass is tance sanctioned to the p ro jec t s in the 
pub l i c sector and j o i n t sector . 
(b) Assis tance to the Public Sectort 
Since the very beginning, IDBI has been granting 
f i nanc i a l ass is tance to the projec ts in the publ ic sector 
on the same bas i s as to the p ro jec t s in the p r iva te sec tor . 
Pub l i c sector i s the second la rges t beneficiary of IDBI's 
a s s i s t a n c e next only to the pr iva te sec to r . Since i t s incep-
t i on upto March 1990, IDBI has sanctioned a cumulative a s s i s -
tance of Rs 6972.91 crores cons t i tu t ing 17.4 per cent of the 
t o t a l ass i s tance sanctioned by IDBI, while actual disburse-
ments amounted to Rs 5007.69 crores represent ing 17.7 per 
cen t of t o t a l ass i s tance disbursed by IDBI by March 1990. 
Though absolute amount of ass is tance sanctioned by IDBI to 
the publ ic sector has var ied from year to year, but they 
show steady increase over the years not only in absolute 
terms but also in r e l a t i v e terms. For ins tance, annual 
average ass i s tance sanctioned by IDBI to the public sector 
was Rs 5.7 5 crores during 1964-70 which increased to an annual 
average of Rs 53.51 crores during 1970-80 and further increased 
to an average of Rs 666.30 crores per annum during 1980-90, 
i n d i c a t i n g an increase of about 116 times during 19 64-70 to 
19 80-90. Due to sharp increase in the absolute amount sanc-
t ioned to the publ ic sector . I t s re l i t ive share in the t o t a l 
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ass i s t ance sanctioned by IDBI has increased from 11.6 per 
cen t during 1964-70 to 12.5 per cent during 1970-80 and 
fu r the r increased to 18.1 per cent during 1980-90. This 
c l e a r l y r e f l e c t s tha t publ ic sector p ro jec t s are ge t t ing 
inc reas ing ass is tance from IDBI, 
(c> Assistance to Jo in t Sector? 
Since 1969-70, IDBI has s t a r t ed granting f inancia l 
a s s i s t a n c e to the j o i n t sector p ro jec t s a l so . Cumulative 
a s s i s t a n c e sanctioned to j o i n t sector p ro jec t s upto March 
1990 aggregated to 8s 2534.25 crores or 6,3 per cent of 
t o t a l ass i s tance sanctioned by IDBI, against which actual 
disbursements stood a t Rs 1701.21 crores forming 6 per cent 
of t o t a l disbursements. Yearwise ass i s tance sanctioned to 
j o i n t sector p ro jec t s shows.that there has been continuous 
inc rease in the absolute amount sanctioned to them since 
1980-81 to 1989-90, except in the year 1984-85 when a s s i s -
tance sanctioned to j o i n t sector p ro jec t s f e l l by 70.1 per 
cent as compared to 1983-84. Euring 1980-90 ass i s tance 
sanctioned to j o in t sector projec ts has increased at an 
average annual growth r a t e of 53.4 per cent which i s a 
remarkable achievement. Annual average ass i s tance sanctioned 
to the j o i n t sector was Rs 44.72 crores during 1970-80 which 
inc reased to an annual average of Rs 198.57 crores per annum 
during 1980-90 showing an increase of 4,4 t imes. However, 
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despi te Increase in the absolute amount sanctioned to 
j o i n t sector^ i t s r e l a t i v e share decreased from 10.5 
pe r cent during sevent ies to 5.4 per cent during e igh t i es , 
(d) Assis tance to Cooperative Sector: 
IDBI has also granted assis tance to the projce ts 
organised on a cooperative basis in the country but i t s 
share i s very low. Since i t s inception upto March 31, 
1990, cumulative ass i s tance sanctioned to the cooperative 
sec to r aggregated to Rs 805 crores forming 2 per cent of 
t o t a l a s s i s t ance sanctioned by IDBI, Actual disbursements 
stood at Rs 653.29 crores forming 2.3 per cent of t o t a l assis-
tance disbursed by IDBI upto March 1990. Thus, cooperative 
sec tor has got very low share in t o t a l a ss i s tance of IDBI, 
A disappoint ing feature i s that over the years , r e l a t i v e 
share of cooperative sector has declined from 2.7 per cent 
during 1964-70 to 1.9 per cent during 1980-90. This i s 
not a des i rab le trendr.-because cooperat ives have the poten-
t i a l to play very important role in fu ture indus t r i a l deve-
lopment as well as reduction of inequa l i ty in the country. 
Therefore, IDBI should take f e c i a l measures to encourage 
the cooperative sector by adopting a l i b e r a l f inancial 
po l i cy for the p ro j ec t s organised on a cooperative b a s i s . 
2. Assistance to Small Scale Sector 
IDBI's a s s i s t ance to the snail sca le sector are channa-
1.1 Gcd i n d i r e c t l y , p r inc ipa l ly thrcuc;h ref inanca, b i l l s 
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Table 4.5: Assistance Sanctioned to Small Scale Sector by 
IDBI 
(Rs CroresV 
Year Ass i s t ance Sanct ioned 
19 54-70 9,4 
1970-71 13.2 
1971-7 2 16.5 
197 2-7 3 19.1 
197 3-74 24.6 
1974-75 56.3 
197 5-76 89.3 
1976-77 125.2 
1977-78 115.2 
197 8-79 27 3.8 
1979-80 369.2 










Source : Report on Development Banking i n I n d i a - v a r i o u s 
i s s u e s . 
n / 
finance and seed capi ta l schemes and also by way of 
resource support to NSIC and SSIDCs for t h e i r h i re -purchase , 
raw mate r i a l supply and marketing support schemes. IDBI's 
var ious schemes of ass i s tance to small scale sector are 
implemented through Small Indus t r ies Development Fund (SIDF>. 
Since i t s inception up to March 31, 199Q, IDBI's cumulative 
a s s i s t a n c e sanctioned to the snail scale sector aggregated 
to Rs 12644,7 crores cons t i tu t ing 29,9 per cent of the t o t a l 
a s s i s t a n c e and 48 per cent of the t o t a l i nd i r ec t ass i s tance 
sanctioned by IDBI, which i s commendable. I t r e f l e c t s t h a t 
in accordance with the Government's po l icy , IDBI i s taking 
keen i n t e r e s t to encourage small scale indus t r i e s in the 
country which on the one hand promotes i ndus t r i a l development 
and on the other hand leads to grea te r employment generation 
and reduction of inequa l i ty in the country. A break-up of 
the a s s i s t ance sanctioned to small sector shows that 86.3 
pe r cent of the t o t a l ass is tance (Rs 10910.4 crores) was 
sanct ioned by way of refinance of loans, 8.9 per cent 
(Rs 1121,2 crores) by way of b i l l s rediscounting and d i r e c t 
d iscount ing and remaining 4.8 per cent (Rs 613,1 crores) 
through other schemes l i k e seed cap i t a l / spec i a l c ap i t a l 
schemes, through New Debt Instrument and through NSIC, 
SSIDCs and SIDBI. 
A notable feature of IDBI's a s s i s t ance to small sector 
i s t ha t i t has s tead i ly increased over the years not only 
in absolute terms but also in r e l a t i v e terms. Table 4.5 
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gives yearwise ass i s tance sanctioned to small sca le sector 
which shows that i t has continuously increased since 1970-
71 to 1989-90 except in the years 1977-78 and 1983-84. 
During 1970-90 ass i s tance sanctioned to small sector has 
increased at an annual average growth r a t e of 35, 2 per cent 
which i s s ign i f ican t ly higher than the growth r a t e in the 
o v e r a l l ass is tance of IDBI during the same period. However, 
r a t e of growth of a ss i s t ance sanctioned to small scale sec-
t o r wcs very high during seventies i . e . 51,3 per cent per 
annum as compared to the growth r a t e of 20,7 per cent per 
annum during e igh t i e s . This shows tha t ass i s tance sanctioned 
to small sector has considerably slowed down during e igh t i e s . 
I t i s not a healthy development. Due to high r a t e of growth, 
the annual average of ass is tance sanctioned to small scale 
sec tor rose sharply from a meagre of Rs 1.6 crores during 
19 64-70 to Rs 110,24 crores during 1970-80 and further increa-
sed to an average of Rs 1153,29 crores per annum during 1980-
90. Similarly, in r e l a t i v e terms also, the share of small 
sca le sector increased from 2.9 per cent during 1964-70 to 
24,8 per cent during 1970-80 and fur ther increased to 29,9 
p e r cent during 1980-90. Thus, not only in absolute terms 
but also in r e l a t i v e terms, ass is tance to small scale sector 
has r i s e n sharply during 1964-90. 
Industrywise break-up shows tha t serv ices have been 
the l a r g e s t recepient of IDBI's a s s i s t ance sanctioned to 
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small scale sector amounting 41,4 per cent of t o t a l a s s i s -
tance followed by food manufacturing (8.2 per cent) , metals 
and metal products (6,4 per cent>, chemicals (6.1 per cent) 
and t e x t i l e s (5.9 per c en t ) . These f ive indus t r i e s together 
accounted for two-third of the to t a l ass is tance sanctioned 
t o the small scale sec to r . Other i ndus t r i e s ass i s ted by 
ID3I were e l e c t r i c i t y generation, e l e c t r i c a l machinery, 
machinery, t ranspor t equipment, f e r t i l i s e r and cement^ e t c . 
Statewise d i s t r i b u t i o n of ass i s tance shows that Maha-
r a s h t r a got the highest share of 11.5 per cent in the t o t a l 
a s s i s t ance sanctioned to small sector followed by Tamil Nadu 
(10.2 per cent) , U.P. (9.9 per cent) , Gujarat (9 .1 per cent ) , 
Karnataka (8.1 per c e n t ) , M.P, (5.2 per cent) and Rajasthan 
(5 pe r cen t ) . These e ight Sta tes together shared 59 per cent 
of the t o t a l ass i s tance of small sec tor . The share of Bihar 
was 4.7 per cent, Kerala and West Bengal 4.3 per cent each, 
Punjab 4 .1 per cent, Orissa 3.4 per cent and Haryana 3.2 
pe r cent . Shares of other S ta tes and Union T e r r i t o r i e s were 
l e s s than 2 per cent each. A disappointing feature i s the 
negl igence shown to North-Eastern Sta tes which together acco-
unted for only 1.8 per cent of the t o t a l ass is tance sanctioned 
to small sec tor . This i s highly disappointing, as in these 
S t a t e s , medium and l a r g e scale i ndus t r i e s are d i f f i c u l t to be 
developed due to geographical and na tura l obs tac les . There-
fore , for i ndus t r i a l development of these States small scale 
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i n d u s t r i e s assume g rea te r importance and require adequate 
a t t e n t i o n and encouragement, IDBI should increase ass is tance 
to North-Eastem S ta t e s for development of small scale sector . 
3. Industrywise Assistance? 
IDBI has provided financial a s s i s t ance to a v/ide var ie ty 
of i n d u s t r i e s . More than four-f i f th of the IDBI's ass is tance 
has gone to basic and core indus t r i e s and p r i o r i t y consumer 
goods indus t r i e s such as chemicals and chemical products, 
f e r t i l i s e r s , cement, paper, basic metals and metal products, 
machinery manufacture, food products, t e x t i l e s and serv ices , 
e t c . Industrywise d i s t r i bu t i on of a ss i s t ance shows tha t 
bas i c and core i ndus t r i e s have accounted for 52,7 per cent 
of the t o t a l ass i s tance sanctioned by IDBI upto March 1990, 
while consumer goods i n d u s t r i e s including services shared 
35.6 per cent of the t o t a l ass i s tance . Thus, 88.3 per cent 
of the t o t a l ass i s tance sanctioned by IDBI upto March 1990^ 
has gone to basic and core indus t r i e s and p r i o r i t y consumer 
goods i n d u s t r i e s . This i s a desirable development. In 
r e l a t i v e terms, upto March 31, 1990, serv ices have received 
the l a r g e s t share of 17,2 per cent including ho te l , road 
t r anspor t , hosp i ta l and other serv ices . Text i les was the 
second l a rges t benef ic iary accounting 12,7 per cent of the 
t o t a l ass is tance followed by e l e c t r i c i t y generation (10,9 
p e r cent) and chemicals and chemical products (10.1 per cent) , 
These four i ndus t r i a l groups together accounted for more 
than half (50.9 per cant) of tho to t a l assistai:iCG sanctioned 
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by IDBI upto March 1990. Machinery including e l e c t r i c a l 
machinery shared 7.2 per cent of t o t a l ass is tance while 
o the r i n d u s t r i e s such as food products accounted for 5.7 
p e r cent, f e r t i l i s e r s 5.6 per cent, basic metals and metal 
products 7,8 per cent, cement 4 .3 pe r cent , t ransport equip-
ment 2.7 per cent and paper 2.6 per cent . Shares of other 
i n d u s t r i e s were i n s i g n i f i c a n t . 
Some s igni f icant changes have taken place in the 
industrywise d i s t r i bu t i on of ass is tance sanctioned by 
IDBI during 1964-80 and 1980-90. A notable feature of 
these changes i s tha t most of the basic and core indus-
t r i e s have recorded an increase in t h e i r shares r e f l ec t ing 
the des i re of IDBI to strengthen the future i ndus t r i a l 
base of the country in accordance with the Government's 
p o l i c y . On the one hand, shares of some indus t r ies such 
as e l e c t r i c i t y generation, e l e c t r i c a l machinery, chemicals 
and chemical products, cement, metals and metal products 
and services have increased during 19 80-90 as compared to 
1964-80. On the other-hand, shares of other i ndus t r i e s 
l i k e i n d u s t r i a l machinery, paper, t e x t i l e s , fentil isersjand 
food products have decreased over the same period. E l e c t r i -
c i t y generation has recorded maximum increase in i t s share 
from 4.8 per cent during 1964-80 to 10.9 per cent during 
1980-90 indica t ing an increase of 127 per cent . I t i s a 
s i g n i f i c a n t des i rable change as e l e c t r i c i t y generation i s 
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country. Similarly^ share of e l e c t r i c a l machinery increased 
from 2.5 per cent during 1964-80 to 4.1 per cent during 
1980-90/ and shares of non-ferrous metals increased from 
0.4 per cent to 0.6 per cent. Iron and Steel from 3.9 per 
cent to 4.4 per cent, cement from 3.6 per cent to 4.4 pe r 
cent , metal products from 2.2 per cent to 2.8 per cent, che-
micals and chemical products from 9,8 per coit to 10.8 per 
cent and that of services from 15.3 per cent to 17.9 per cent 
during the sane period. As against t h i s , share of i n d u s t r i a l 
during 1964-80 
machinery declined from 6.1 per cent / to 3 per cent during 
1980-90 and tha t of f e r t i l i s e r s decreased from 6,8 per cent 
to 5.1 per cent over the s^ne per iod. I t i s a disappointing 
f ea tu r e because maohinery i s essent ia l for future i n d u s t r i a l 
development while f e r t i l i s e r s are important for ag r i cu l t u r a l 
development of the country. Declining trend in the shares 
of these indus t r i e s must be reversed by IDBI, Other indus-
t r i e s whose shares have fa l len during 1964-80 to 1980-90 were 
t e x t i l e s from 19.2 per cent to 11.1 per cent, paper from 4.7 
pe r cent to 2.4 per cent, and food products from 7 per cent 
to 5.4 pe r cent. The shares of raibber and rubber products 
and t ranspor t equipment and other i n d u s t r i e s were almost 
s t a b l e during the same period. Table 4,6 gives the yearwise 
d e t a i l of ass is tance sanctioned to d i f ferent i ndus t r i e s by 
IDBI since 1980-81 to 1989-90. Table shows tha t ass i s tance 
sanct ioned to d i f ferent indus t r ies has var ied from year to 
year and from industry to industry during 1980-90. 
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4, Purposewise Assistance^ 
A notable feature of d i rec t ass i s tance granted by 
IDBI i s tha t i t i s avai lable to i n d u s t r i a l 
en t e rp r i s e s for establishment of new pro jec t s as well as to 
the ex i s t i ng pro jec t s for the i r ejqjansion, d ive r s i f i ca t ion , 
modernisation and renovation purposes. Out of t o t a l d i rec t 
a s s i s t a n c e of Rs 15781,55 crores sanctioned by IDBI upto 
March 31, 1990/ ass is tance to new pro jec t s amounted to 
Rs 87 34,34 crores cons t i tu t ing 55.4 per cent of to ta l d i r ec t 
a s s i s t a n c e . Thus, more than half of the d i rec t ass is tance 
of IDBI has gone for the establishment of new p ro jec t s . 
Assis tance for e^ans ion /d ive r s i f i c a t i on of exist ing pro jec t s 
aggregated to Rs 3729,24 crores cons t i tu t ing 23.6 per cent of 
t o t a l d i r ec t ass i s tance sanctioned by IDBI, Similarly, IDBI 
has sanctioned an ass i s tance of Rs 3317,95 crores forming 21 
per cent of t o t a l d i r ec t ass is tance for modernisation/renova-
t ion purposes to the exis t ing p ro jec t s . Thus, 44,6 per cent 
of the t o t a l d i rec t ass i s tance of IDBI has gone to the ex i s -
t i n g p ro j ec t s for t h e i r ej<pansion, d ive r s i f i ca t ion , moderni-
sa t ion and renovation purposes. I t r e f l e c t s tha t IDBI i s 
taking i n t e r e s t in the new pro jce t s as well as exis t ing 
p r o j e c t s for i n d u s t r i a l development of the country, 
5, Statewise Assistance* 
IDBI's ass is tance to indus t r i a l p ro jec t s i s spread 
over a l l the s t a t e s and Union T e r r i t o r i e s of the country. 
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But a sxibstantial share of ass is tance of IDBI i s concentra-
ted in Sta tes l ike Maharashtra which accounted l a rges t share 
of 14.8 per cent, Gujarat (12.2 per cen t ) , U.P, (10.6 per 
c e n t ) , Tamil Nadu d o per cent) , Andhra Pradesh (8,8 per 
cen t ) , Karnataka (6.4 per cen t ) , M.P, (5.2 per cent ) , and 
West Bengal (5,1 per c e n t ) . These eight Sta tes together 
accounted for 73,1 per cent of t o t a l ass i s tance sanctioned 
by IDBI up to March 31, 1990, Of these e ight S ta tes , only 
th ree S ta tes , Andhra Pradesh, U,P, and M,P. are r e l a t i v e l y 
backward Sta tes accounting for 24,6 per cent of the t o t a l 
a s s i s t a n c e , while remaining five States are r e l a t i v e l y deve-
loped S ta tes which shared 48.5 per cent of the t o t a l ass is tance . 
Thus, about half of the t o t a l ass is tance of IDBI i s concentra-
ted to f ive i n d u s t r i a l l y developed S t a t e s , This i s not a 
good trend and IDBI must increase i t s ass is tance to r e l a t i v e l y 
backward Sta tes and small Sta tes on a p r i o r i t y bas is for 
br inging balanced regional development of the country. The 
shares of other Sta tes were^Rajasthan 4,6 per cent, Orissa 
3,4 per cent, Punjab. 3.3 per cent, Haryana 3.1 per cent, 
Kerala 2.8 per cent and Bihar 2.6 per ^cent. The shares of 
remaining Sta tes and Union Te r r i t o r i e s were l e s s than 2 per 
cent each. A disappointing feature i s t ha t seven North-Eastern 
S t a t e s have got only 1,6 per cent share In t o t a l a ss i s t ance . 
Thus, a grea ter proportion of IDBI's ass is tance i s going to 
r e l a t i v e l y developed Sta tes which i s not a desirable t rend. 
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A notable feature i s that some s igni f icant changes 
have taken place in the shares of d i f fe ren t States during 
19 64-80 to 19 80-90. On the one hand, shares of some of 
the r e l a t i v e l y developed States have declined over the years , 
for example, share of Gujarat decreased from 16.8 per cent 
dur ing 19 64-80 to 11.8 per cent during 1980-90, Maharashtra 
from 16,7 per cent to 14,4 per cent. West Bengal from 6,3 
per cent to 4.9 per cent and Goa from 2.2 to 0.8 per cent. 
On the other hand, shares of some of the r e l a t i ve ly backward 
S t a t e s such as Andhra Pradesh, M.P,, Orissa/ U.P., Rajasthan 
and Himachal Pradesh have increased during 19 64-80 to 1980-90. 
Share of Himachal Pradesh increased from 0.6 per cent during 
19 64-80 to 1.6 per cent during 1980-90 and shares of M.P. 
increased from 2.6 per cent to 5.5 per cent, Andhra Pradesh 
from 6 per cent to 9.2 per cent, U.P, from 8 per cent to 
10.8 per cent and Rajasthan from 3.9 per cent to 5,1 per cent 
over the same period. The share of North-Eastem Sta tes also 
increased marginally from 1,3 per cent dxiring 1964-80 to 1.5 
pe r cent during 1980-90, Other S ta t e s whose shares have 
increased were Haryana from 2.7 per cent to 3.2 per cent and 
Punjab from 2.9 per cent to 3.4 per cent over the same period. 
Thus, there has been a desi rable change in the Statewise d i s -
t r i b u t i o n of ass is tance by IDBI in favour of r e l a t i v e l y back-
ward S t a t e s during 1964-80 to 1980-90, This i s a welcome 
t rend . However, a disappointing fea ture i s that the share 
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low has declined from 3.2 per cent during 1964-80 to 2.5 
pe r cent during 1980-90. IDBI i s required to go into the 
d e t a i l s of special problems being faced by individual Ssack-
ward S ta tes in t h e i r i n d u s t r i a l development and undertake 
su i t ab l e measures along with other Government agencies and 
i n s t i t u t i o n s to acce le ra te the i ndus t r i a l development of 
backward S ta te s . Table 4.7 gives the de ta i l of annual a s s i s -
tance sanctioned to d i f fe ren t Sta tes since 1980-81 to 1980-90. 
6. Assistance to. Backward Areas? 
Balanced regional development has been one of the p r i n -
c i p a l objec t ives of socio-economic p o l i c i e s in India. In 
pursuance of the Government's policy, IDBI has cilso made 
conscious and de l ibe ra te ef for ts to i n i t i a t e a^sustained 
process of i ndus t r i a l development in the backward regions of 
the country. For t h i s purpose, along with other measures, 
IDBI grants f inancial ass is tance to the pro jec t s located in 
the i den t i f i ed backward areas of the country d i r ec t ly as 
well as i nd i r ec t l y through other i n s t i t u t i o n s and means. 
Since i t s inception up to March 31, 1990, cunulative ass is tance 
sanct ioned to backward areas amounted to Rs 16,705,62 crores 
c o n s t i t u t i n g 41.6 per cent of the t o t a l ass is tance of IDBI. 
Actual ass is tance disbursed aggregated to Rs 12261.18 crores 
upto March 31, 1990, representing 43.4 per cent of the t o t a l 
a s s i s t ance disbursed by IDBI. Thus, more than two-fifth of 
the t o t a l ass is tance of IDBI has gone to backward areas which 
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Table 4 , 8 : Ass i s t ance Sanct ioned to Backward Areas by IDBI 
Year A s s i s t a n c e Sanct ioned Percen tage of To t a l 
(Rs Crores> A s s i s t a n c e (%> 
1964-70 44.57 14.9 
1970-71 21.40 24.6 
197 1-72 46.16 34.3 
1872-73 43 .61 35.9 
1973-74 58.71 35 .8 
1974-75 92.96 35.0 
1975-76 177.97 47.4 
1976-77 311.67 53.2 
1977-78 275.06 47.7 
1978-79 345.49 39.4 
1979-80 534.16 49.2 
1980-81 661.87 47.9 
1981-82 592.02 39 .8 
1982-83 746.18 4 0 . 3 
1983-84 1011.68 42.9 
1984-85 1656.10 50.7 
1985-86 1634.03 45 .2 
1986-87 1668.01 40.2 
1987-88 1884.58 41.0 
1988-89 2770.16 4 2 .1 
1989-90 2832.09 37.5 
Source : Opera t iona l S t a t i s t i c s 1964-89 and Report on 
Development Banking in I n d i a 1989-90. 
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i s des i rab le and healthy development. Table 4.8 shows 
annual ass is tance sanctioned to backward areas since 1970-
71 to 1969-90. 
Table shows t h a t , since 1970-71, the re has been sub-
s t a n t i a l increase in the ass is tance sanctioned to backward 
a reas in absolute terms as well as in r e l a t i v e terms. Assis-
tance sanctioned to backward areas was Rs 21,40 crores during 
1970-71 which increased to Rs 661.87 crores during 1980-81 
and fur ther increased to Rs 2832.09 crores during 1989-90 
showing an increase of 132 times which i s a remarkable achieve-
ment. Though ass is tance sanctioned to backward areas did not 
increase at a uniform ra t e , but during 1970-90 i t increased 
a t an annual average growth ra te of 33.4 per cent which i s 
l i t t l e higher than the overal l growth r a t e of 32.3 per cent 
p e r annum in t o t a l ass i s tance of IDBI during the same period. 
However, ass is tance sanctioned to backward areas has increased 
a t a much higher r a t e of 48,5 per cent per annum during seven-
t i e s than the growth r a t e of 19.5 per cent per annum during 
e i g h t i e s . In r e l a t i v e terms, the share of ass is tance to 
backward areas in t o t a l ass is tance of IDBI rose sharply from 
14,9 per cent during 1964-70 to 44.7 per cent diiring 1970-80^ 
but the rea f te r declined marginally to 41.9 per cent during 
1980-90. A disappointing feature i s t h a t in the l a t t e r half 
of e igh t i e s ass is tance sanctioned to backward areas has increa-
sed a t very slow ra te of 12,6 per cent p e r annum as against 
the growth r a t e of 50.9 per cent recorded during 1970-75. 
IDS 
A break-up of the ass is tance sanctioned to backward 
areas shows tha t upto June 1989, 46.6 pe r cent of the t o t a l 
a s s i s t a n c e of backward areas was sanctioned by way of d i rec t 
a s s i s t a n c e and remaining 53.4 per cent through ind i r ec t a s s i -
s t ance . Direct ass is tance in the backward areas was bas ica l ly 
granted through projec t loans which cons t i tu ted 88 per cent 
of t o t a l d i rec t ass is tance to backward areas , followed by 
underwri t ing and d i rec t subscript ion 8.9 per cent, guarantees 
2.6 per cent and technical development fund 0.5 per cent . 
I n d i r e c t ass is tance was provided mainly through refinance of 
i n d u s t r i a l loans which shared 86.6 per cent of t o t a l i nd i r ec t 
a s s i s t a n c e sanctioned to backward areas and remaining 13.4 
pe r cent through b i l l s finance schemes. 
Statewise d i s t r ibu t ion of ass i s tance sanctioned to 
backward areas shows tha t l a rges t ass is tance has gone to 
U,P, accounting 13.4 per cent of t o t a l ass is tance followed 
by Gujarat (10.8 per cent ) , Andhra Pradesh (9.3 per cent) 
Maharashtra (8.2 per cen t ) , M.P. (7,5 per cent) and Tamil 
Nadu (7,4 per cent ) . The share of Kamataka was 6,8 per 
cen t while that of West Bengal and Rajasthan were 5,5 per 
cent and 5,2 per cent respec t ive ly . These nine States toge-
t h e r have accounted for 74.1 per cent of the t o t a l ass i s tance 
sanct ioned to backward a reas . This r e f l e c t s tha t IDBI' s 
a s s i s t a n c e to backward areas i s mostly concentrated to few 
l a r g e S t a t e s . The share of other S ta tes were Himachal Pradesh 
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3.1 per cent, Kerala 2.8 per cent, Orissa 2.7 per cent, 
Punjab 2.7 per cent, North-Eastern S ta tes 3.6 per cent, 
Goa 2,6 per cent, Jammu and Kashmir 2.3 per cent, Bihar 
2. 1 per cent, Haryana 1.9 per cent and Union T e r r i t o r i e s 
1.7 per cent . An inpor tan t feature i s t h a t r e l a t i v e l y 
developed Sta tes l ike Gujatat and Maharashtra and West 
Bengal have got r e l a t i v e l y lower share. But unfortunately 
the most backward S ta t e s of Bihar and Orissa have also got 
very low share even in the ass is tance which was meant for 
them. This may be due to the fact t ha t due to lack of 
entrepreneurship and other conplementary resources new 
p r o j e c t s are not coming foivard in these S ta t e s . Therefore, 
IDBI, along with o ther f inancia l i n s t i t u t i o n s and Government 
agencies , should look in to the causes of slow growth in the 
most backward regions, find out development po ten t i a l of 
each region and undertake sui table f inancial and nonfinancial 
measures to accelera te the r a t e of i n d u s t r i a l development in 
backward regions for achieving balanced regional development 
of the country. 
CHAPTER V 
I CICI AND INDUSTRIAL DEVELOPMENT 
I C I C I i s t h e second a l l I n d i a deve lopmen t bank t o be 
s e t - u p i n t h e c o u n t r y i n 19 55 a f t e r I F C I , A f t e r h a v i n g 
e s t a b l i s h e d IFCI and a l s o e n a c t i n g t h e SFCs Act , i t was 
f e l t t h a t t h e i n s t i t u t i o n a l framework a s i t t hen e x i s t e d 
was n o t g e a r e d t o t h e j o b of c a r r y i n g t h r o u g h a r a p i d i n d u s -
t r i a l r e v o l u t i o n t h r o u g h e f f o r t s o f p r i v a t e s e c t o r . Conse-
q u e n t l y / t o w a r d s t h e c l o s e of 1953,# d i s c u s s i o n s were s t a r t e d 
by t h e r e p r e s e n t a t i v e s o f t h e Government o f I n d i a , t h e 
F o r e i g n O p e r a t i o n s A d m i n i s t r a t i o n of t h e U n i t e d S t a t e s and 
t h e World Bank, r e g a r d i n g t h e p o s s i b i l i t y of e s t a b l i s h i n g a 
p r i v a t e l y owned i n v e s t m e n t c o r p o r a t i o n i n I n d i a f o r a s s i s t i n g 
t h e p r i v a t e i n d u s t r i e s . T h i s was f o l l o w e d by t h e v i s i t of 
a t h r e e - m a n m i s s i o n from t h e World Bank t o I n d i a and b a s e d 
on i t s r ecommenda t ions , a p r i v a t e l y owned and o p e r a t e d d e v e -
l o p m e n t bank i n t h e form of ICICI came i n t o e x i s t e n c e . I t 
was r e g i s t e r e d a s a p u b l i c l i m i t e d company on J a n u a r y 5, 19 55/ 
w i t h b o t h I n d i a n and f o r e i g n e q u i t y h o l d i n g s and w i t h l o a n s 
s u p p o r t from t h e World Bank and t h e Government of I n d i a . 
I C I C I i s d i f f e r e n t from o t h e r f i n a n c i a l i n s t i t u t i o n s i n 
many r e s p e c t s : 
I l l 
F i r s t l y , i t i s the only p r iva te ly owned development 
bank having no p a r t i c i p a t i o n in i t s share cap i ta l by Govern-
ment, Central or S t a t e , I t s ass is tance i s avai lable to any 
l imi t ed l i a b i l i t y company in the p r i v a t e sector . 
Secondly, the primary object ive of set t ing-up of ICICl 
was to provide foreign currency loans to i ndus t r i a l sectors ; end 
Fina l ly , an important object ive of ICICI was to develop 
underwri t ing f a c i l i t i e s in India . 
Object ives and Functions 
ICICI has been created to encourage and a s s i s t p r iva te 
i n d u s t r i a l investment in India, In promoting i ndus t r i a l invest-
ment, i t not only invests i t s e l f but also encourages others 
to i nves t . Accordingly, i t seeks and encourages other finan-
c i a l i n s t i t u t i o n s and individuals , both Indian and foreign, 
to co l labora te in i t s investment and lending operat ions . 
In general, ICICI aims at a s s i s t i ng i n d u s t r i a l en terpr ises 
in the p r i v a t e sector by; 
(i> a s s i s t i ng in the creat ion, e^ans ion and modernisation 
of such en te rp r i ses ; 
( i i ) encouraging and promoting the pa r t i c ipa t ion , of p r i va t e 
cap i t a l , both in te rna l and external , in ownership of 
i ndus t r i a l investment and ejq^ansion of investment markets, 
in p a r t i c u l a r by; 
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(a> providing finance in the form of long or medium term 
loans or equity participations; 
(b> sponsoring and underwriting new issues of securities; 
(c> ^aran tee ing loans from other private investment sources; 
(dV making funds available for reinvestment by revolving 
investments as rapidly as prudent; and 
(e> furnishing managerial/ technical and administrative 
advice and assist ing in obtaining managerial* technical 
and administrative services to industry. 
Though ICICI was supposed to cater exclusively to the 
requirements of the private sector but now i t s scope of opera-
t ions has been extended to include jo in t sector, public sector 
and cooperative sector projects also. Similarly, ICICI provi-
ded assistance only to limited l i a b i l i t y companies in the 
beginning, but since 1969, i t has started providing foreign 
currency loans to proprietory and partnership concerns, either 
d i rec t ly or in association with State Financial Corporations 
and banks, thus enlarging the area of i t s operations in respect 
of enterprises el igible for financial assistance. Over the 
years, the pattern of holdings of ICICI's equity capital has 
also changed. At present, a very large part of i t s equity 
capi ta l i s held by public sector ins t i tu t ions such as banks. 
Lie, GIC and i t s subsidiaries. This i s largely the result of 
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subsequent na t iona l i sa t ion of these i n s t i t u t i o n s . UTI which 
was set-up in 1964 also invests in ICICI. 
Financia l Resources of I CI CI 
I n i t i a l l y / the resources of the ICICI comprised share 
c a p i t a l which was supplemented by i n t e r e s t free loans from 
the Government of India and an advance in foreign currency 
by the World Bank. I t entered the foreign capi ta l market 
for the f i r s t time d i r ec t l y in 197 3 by issuing bonds of 
Swiss Francs irj European cap i t a l market. 
By the end of March 1990# the t o t a l resources of ICICI 
aggregated to Rs 5901,72 crores, of which Rs 3819.05 crores 
c o n s t i t u t i n g 64,7 per cent of the t o t a l resources were in 
rupees and equivalent of Rs 2082.67 crores forming 35.3 
pe r cent of the to t a l resources in foreign currencies . Table 
No. 5.1 shows the contr ibut ion of d i f fe ren t sources in the t o t a l 
resources of ICICI by the end of March 1971, 1981 and 1990, 
The resources of ICICI broadly cons is t s of following sources; 
(1> Paid-up-capi ta l 
(2) Reserves; and 
(3> Borrowings. 
( 1> Paid-up-Capital ; 
I n i t i a l share cap i t a l of ICICI was Rs 5 crores subscribed 
by foreign and Indian shareholders in the ra t io of 30 » 70. 
i i o 
Since then i t has increased gradually over the years . By 
the end of March 1971 the pa id-up-capi ta l aggregated to 
Rs 7.50 crores , which increased to Rs 24.7 5 crores by March 
31/ 1981, and further increased to Rs 91,56 crores by the end 
of March 1990. Though the absolute amount of pa id-up-capi ta l 
has cons i s ten t ly increased during 1971-90/ but in r e l a t i v e 
terms, i t s importance in the to ta l f inancial resources of 
ICICI has declined from 5 per cent by March 1971 to 3,3 per 
cent by March 1981 and further decreased to only 1,6 per cent 
by March 1990. Thus, the r e l a t i v e importance of share . 
c a p i t a l in the to ta l f inancia l resources of ICICI has declined 
over the years , 
(2) Reserves; . 
Reserves and surpluses accumulated by ICICI over the 
yea r s has also contr ibuted to i t s resources . An important 
f ea tu re i s that in absolute as well as in r e l a t i v e terms 
both/ importance of reserves in the t o t a l f inancial resources 
of ICICI has increased over the years . At the end of March 
1971/ reserves and surpluses contr ibuted a sum of Rs 8,24 
c ro r e s in the t o t a l resources of ICICI/ which increased to 
Rs 34,88 crores by March 1981 and then rose to Rs 385,52 crores 
by March 1990, In r e l a t i v e termS/ reserves and surpluses 
accounted for 5,5 per cent of the t o t a l resources by March 31/ 
1971/ which increased to 6.5 per cent by the end of March 1990. 
Thus, over the years, ICICI has been cons is ten t ly bui lding up 
s izeab le reserves which i s increasingly contr ibut ing to finan-
( 3) Borrowings: 
Borrowings have been the major source of funds to ICICI. 
In fact more than four- f i f th of the t o t a l resources of ICICI 
has come through borrowings. By the end of March 1971, ICICI 
had co l lec ted a sum of Rs 127,92 crores through borrowings 
accounting 85,6 per cent of the t o t a l resources . Since then 
not only in absolute terms but also in r e l a t i v e terms, i t s 
importance has increased as a source of funds. At the end of 
March 1981, the to t a l borrowings of ICICI aggregated to Rs 646,95 
crores represent ing 86.8 per cent of the t o t a l resources, which 
increased to Rs 5160,59 crores fonning 87.4 per cenr of t o t a l 
r esources . Thus, borrowings has been the single l a rges t source 
of funds for ICICI with an increasing ro le over the years . 
Borrowings of ICICI consists of; 
(a> borrowings from Government of India* 
(b> borrowings from IDBI, 
(c> borrowings through issue of bonds and debentures, 
(d> borrowings through fixed depos i t s , and 
(e> other loans. 
ICICI borrows from Government of India to meet i t s 
f inancia l requirements. But importance of Government loans has 
sharply decreased over the years. By March 1971, ICICI borrowed 
a sum of Rs 30.58 crores from Government of India accounting 
20.5 per cent of t o t a l resources, which increased to Rs 112.18 
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crores by March 31, 1990# accounting only 1.9 per cent of 
the t o t a l resources. Thus, in r e l a t i v e terms, there has 
been sharp decline in the importance of Government loans 
i n d i c a t i n g tha t ICICI does not re ly much on Government for 
i t s f inancia l requirements. 
ICICI also borrows from IDBI. By March 3 1 / 1971, ICICI 's 
t o t a l borrowings from IDBI aggregated to Rs 14.10 crores accoun-
t i n g 9,4 per cent of the t o t a l resources, which rose to Rs 340.8 
c rores forming 5.8 per cent of t o t a l resources of ICICI by 
March 1990. Thus, ICICI 's dependence on IDBI has also decreased 
over the years . Decrease of ICICI*s borrowings from Government 
of India and IDBI ind ica t e s that ICICI i s capable of managing 
i t s resources through i t s own e f for t s and operates as an inde-
pendent i n s t i t u t i o n . 
The most important source of borrowings, which has acquired 
tremendeous popular i ty in recent years i s the i ssue of bonds 
and debentures to the publ ic . There has been manifold increase 
in the amount of money ra i sed by ICICI through issue of deben-
t u r e s and bonds during 1971-90, Total funds raised throu(di 
debentures and bonds stood at Rs 11,00 crores by March 31, 1971, 
which rose to a record level of Rs 2244,48 crores by March 1990, 
showing an increase of 204 times which i s a remarkable achieve-
ment. As a r e su l t , i t s r e l a t i v e share in to t a l resources of 
ICICI also increased sharply from 7,4 per cent by March 1971 
to 38 per cent by March 1990. In fact , a t present , i t has 
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emerged as a s ingle l a rges t source of funds for ICICI. This 
i s a heal thy and des i rable development and r e f l ec t s increas ing 
confidence of publ ic in ICICI. 
In recent years , ICICI also received funds from the 
general publ ic through fixed deposits, but i t s importance has 
been i n s i g n i f i c a n t . By March 31, 199Q, a to ta l of Rs 49.08 
c ro res were ra i sed by ICICI through fixed deposits v/hich accoun-
ted only 0.8 per cent of t o t a l resources, ICICI also borrowed 
from other miscellaneous sources a sum of Rs 331,38 ciores by 
March 1990 accounting 5,6 per cent of t o t a l resources. 
Foreign Currency Resources? 
As mentioned above, the World Bank has played an impor-
t a n t ro le in se t t ing-up of ICICI and one of i t s object ives was 
to grant foreign currency assis tance to Indian indus t r i e s , 
there fore . World Bank since i t s inception has been extending 
r egu l a r l i n e s of c r e d i t to i t . Apart from World Bank, ICICI 
i s also get t ing foreign currency through various o ther sources 
l i k e s t e r l i n g loans from U.K., funds from USAID, publ ic i ssue 
of bonds abroad, e t c . The funds ra ised by ICICI through i n t e r -
na t iona l sources in foreign currency has increased from Rs 72.24 
c rores by March 1971 to Rs 2082.67 crores by March 1990. However, 
in r e l a t i v e terms, i t s share declined from 48.3 per cent of 
t o t a l resources by March 1971 to 35.3 per cent a t the end of 
March 1990. Thus, despi te decline in the r e l a t i v e share, s t i l l 
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more than one- th i rd of the requirements of ICICI i s met by 
i n t e r n a t i o n a l sources in foreign currencies . 
Above discussion shows that at present mainstay of 
f inanc ia l resources of ICICI are the i s sue of debentures and 
bonds to Indian people, foreign currency loans from i n t e r n a -
t i ona l sources and reserves and surpluses . 
A break-up of ICICI 's financial resources reveals that 
by the end of March 1990/ only 9 per cent of i t s t o t a l resour-
ces were generated through in ternal source^ while 91 per cent 
through external sources. ICICI ra i sed 38,8 per cent of the 
t o t a l resources from the household sector through issue of 
debentures/ bonds and fixed deposi ts , A heartening feature 
i s tha t over the years , ICICI has been successful in ra i s ing 
resources from the household sector sharply from 7.4 per cent 
by March 31/ 1971,to 38.8 per cent by March 1990. During 
the same period resources raised by ICICI from government 
sources including IDBI has declined sharplyprom 32,2 per cent 
to 16,9 per cent . This c lear ly r e f l e c t s that ICICI i s progre-
s s ive ly reducing i t s dependence on Government sources and 
inc reas ing ly relying on household sector for meeting i t s finan-
c i a l requirements. This i s a welcome and desirable t rend . 
ICICI has ra i sed 35,3 per cent of i t s t o t a l resources from 
foreign sources to meet the foreign exchange requirements of 
the Indian i n d u s t r i e s . However, dependence of ICICI on foreign 
sources has decreased from 48.3 per cent of t o t a l resources by 
March 31 , 1971jto 35.3 per cent by March 31, 1990, 
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Table 5. 2J A s s i s t a n c e Sanct ioned and Disbursed by IGIGI 
(RS Crores> 
Ye.ar A s s i s t a n c e S a n c t i o n e d 
4 9 . 6 
6 4 . 1 
7 8 . 7 







3 7 0 . 5 
5 0 9 . 6 
6 1 1 . 6 
644 .9 
7 4 3 . 1 





A s s i s t a n c e 
D i s b u r s e d 
3 3 . 5 
3 9 . 6 
4 4 . 7 
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Source: Report on Development Banking i n I n d i a , 1989-90. 
121 
Financial Operations of ICICI 
There has been subs tant ia l increase in the f inancial 
a s s i s t ance granted by ICICI to the i n d u s t r i a l sector over 
the years . Since i t s inception upto March 31, 1990, cumu-
l a t i v e f inancial ass i s tance sanctioned by ICICI aggregated 
to Rs 12/484,2 crores represent ing 15,7 per cent of the t o t a l 
a s s i s t ance sanctioned by a l l f inancial i n s t i t u t i o n s together . 
The actual ass i s tance disbursed by ICICI amounted to Rs 8089.4 
c ro res cons t i tu t ing 14.4 per cent of t o t a l ass is tance disbur-
sed by a l l f inancia l i n s t i t u t i o n s , and 64.8 per cent of the 
t o t a l sanctions of ICICI. In fact , ICICI i s the second la rges t 
source of term-finance to the i ndus t r i a l sector next only to 
IDBI. Table No. 5.2 shows the annual ass i s tance sanctioned 
and disbursed by ICICI since 1970-71 upto 1989-90. 
Table 5,2 shows tha t there has been subs tan t ia l increase 
in the ass i s tance sanctioned by ICICI during 1970-71 to 1989-90. 
Total ass i s tance sanctioned by ICICI during 1970-71 was Rs 43.9 
c ro re s which increased to Rs 314.1 crores during 1980-81 (an 
i nc rea se of 615 per cent> and further reached to a record level 
of Rs 29 51.3 crores during 1989-90 (showing an increase of 840 
p e r cent over 1980-81 l e v e l ) . Table c l ea r l y shows tha t a s s i s -
tance sanctioned by ICICI has continuously increased during 
1970-71 to 1989-90 except in 1971-7 2 and 1981-82. Though 
yearwise ass is tance sanctioned by ICICI has not increased at 
a uniform ra t e , but we find s teadi ly increasing trend over 
the years . IXiring 1970-90, assis tance sanctioned by ICICI 
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has increased at an average annual growth r a t e of 26.5 per 
cent which i s higher than the average growth r a t e of 25.1 
pe r cent per annum recorded in the ass i s tance sanctioned by-
a l l f inancial i n s t i t u t i o n s during the same period. Thus, 
over the l a s t twenty years* ICICI's ass i s tance has increased 
a t a r e l a t i v e l y higher r a t e than the ass is tance granted by 
a l l f inanc ia l i n s t i t u t i o n s . A break-up of t h i s twenty years 
per iod shows that ass i s tance sanctioned by ICICI has increased 
a t an average annual growth r a t e of 20.3 per cent during 1970-
80 which rose sharply to a growth r a t e of 32,2 per cent per 
annum during 1980-90. Thus, during e igh t i e s , ICICI has 
recorded phenomenal gfrowth in i t s sanct ions . I t i s a healthy 
trend^B ecause of high r a t e of growth, the annual average 
a s s i s t a n c e sanctioned by ICICI has also increased consis tent ly 
f i v e -
during each success ive years period during 1970-90, which i s 
evident from the t ab le 5.3 below: 
Table 5.3: Annual Average of Assistance Sanctioned and 
Disbursed by ICICI (1970-9 'QT 
(RS Crores) 
Per iod Assistance Sanctioned Assistance Disbursed 
1970-75 51.50 37.56 
197 5-80 134.54 9 3.00 
19 80-85 4 27,38 291,82 
1985-90 1623.44 878.32 
Source: Computed from Reoort on Development Banking in India 
19 89-90. 
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The above table c l ea r ly r e f l ec t s t ha t annual average 
of a ss i s t ance sanctioned by ICICI has continuously increased 
in each successive f ive years period during 1970-90. Annual 
average of ass is tance sanctioned by ICICI increased from 
Rs 51,50 crores during 1970-75 to an average of Rs 1623.44 
c rores during 1985-90/ indica t ing an increase of 31.5 times 
which i s a remarkable achievement. IXie-to high r a t e of growth 
in the sanctions of ICICI during e i g h t i e s , i t s r e l a t i v e share 
has also increased from 11,4 per cent during seventies to 
14. 3 per cent during e i g h t i e s . Thus, ass is tance sanctioned by 
ICICI has grown subs tna t i a l ly over the years^ special ly during 
e i g h t i e s , r e f lec t ing tha t ICICI i s playing an increasingly 
important r o l e in the indus t r i a l development of the country. 
Like sanctions, ass is tance disbursed by ICICI has also 
increased subs tan t i a l ly over the years . Table 5,2 shows tha t 
a s s i s t a n c e disbursed by ICICI increased from Rs 28,9 crores 
during 1970-71 to Rs 185.3 crores during 1980-81 (an increase 
of 54ipercenti> and further increased to Rs 1357,1 crores during 
1989-90 ( indica t ing an increase of 632 per cent over 1980-81 
l e v e l ) . During 1970-90 assis tance disbursed by ICICI increased 
a t an average growth r a t e of 23,1 per cent which i s l e s s than 
average growth r a t e of sanct ions (26,5 p e r cent ) . I t i s not 
a hea l thy trend. For rapid i ndus t r i a l development of the 
country i t i s e ssen t ia l that disbursement of ass is tance should 
a lso increase at a rapid r a t e , Decadewise growth shows that 
a s s i s t ance disbursed by ICICI has increased at a r a t e of 19.4 
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p e r c e n t p e r annum dur ing 1970-80 bu t i n c r e a s e d sharply 
to 26,6 pe r cent p e r annum dur ing 1980-90. Thus, d^jring 
e i g h t i e s a s s i s t a n c e d i sbu r sed by ICICI h a s inc reased a t a 
h igh r a t e , which i s a d e s i r a b l e t r e n d and should be c o n t i -
nued. Due t o cont inuous i n c r e a s e i n t h e disbursement of 
a s s i s t a n c e by ICICI, the annual average of a s s i s t a n c e d i s -
b u r s e d hy it has also i n c r e a s e d c o n s i s t e n t l y dur ing 1970-90 
a s shown i n t a b l e 5. 3, Table shows t h a t annual average of 
a s s i s t a n c e d i sbu r sed by ICICI i n c r e a s e d from Rs 37.56 c r o r e s 
du r ing 4970-75 to Rs 878.32 c ro re s du r ing 1985-90 i n d i c a t i n g 
an i n c r e a s e of 23.4 t imes . This i s a good t r end . 
Composit ion of A s s i s t a n c e 
ICICI g r a n t s a s s i s t a n c e to i n d u s t r i a l concerns i n 
d i f f e r e n t forms l i k e rupee loans , fo re ign currency l o a n s , 
u n d e r w r i t i n g and d i r e c t s u b s c r i p t i o n and gua ran tees . In 
t h e l a t t e r h a l f of e i g h t i e s , ICICI has a l s o granted some 
a s s i s t a n c e i n t h e form of defe r red c r e d i t , l e a s i n g a s s i s t a n c e , 
i n s t a l m e n t s a l e a s s i s t a n c e , a s se t c r e d i t and venture c a p i t a l 
a s s i s t a n c e ^ i n d i c a t i n g a broadening i n t h e a c t i v i t i e s of ICICI, 
Thus, I C I C I ' s f i n a n c i a l a s s i s t a n c e c o n s i s t s of fol lowing forms; 
( i ) Fore . Ign cur rency l oans , 
( l i > Rupee l o a n s , 
( i i i > Underwr i t ing and d i r e c t s u b s c r i p t i o n , 
( i v ) Guarantees , and 
(v> O t h e r s . 
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(i> Foreign Currency Loans? 
Since one of the object ives of the set t ing-up of ICICI 
was to grant foreign currency loans to i ndus t r i a l concerns 
to enable them to import machinery and equipment from abroad. 
Therefore/ in accordance with th i s object ive , ICICI has granted 
a s ign i f i can t proportion of i t s t o t a l ass i s tance in the form 
of foreign currency loans to indus t r i a l concerns. Total 
foreign currency loans sanctioned by ICICI upto March 19 90 
stood at Rs 4456.89 crores cons t i tu t ing 35.7 per cent of t o t a l 
s anc t i ons . Actual disbursements of foreign currency loans 
aggregated to Rs 3313,28 crores forming 41 per cent of t o t a l 
disbursements of ICICI. Thus, more than one- thi rd of the 
t o t a l ass i s tance has been granted by ICICI in the form of 
foreign currency loans . ICICI did not sanction any foreign 
currency loans during f i r s t three years of i t s operat ions 
i . e . , 19 55-57. With a modest beginning in 19 58, there has 
been consis tent r i s e in foreign currency ass is tance granted 
by ICICI, Since 197 5-76 the foreign currency loans sanctioned 
by ICICI has f luctuated from year to year , but we find a 
cons i s t en t increasing trend in the annual average amount of 
foreign currency loans sanctioned by ICICI as shown in the 
following table No. 5,4J 
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Tab le 5 . 4 ; Fore ign Currency Loans Sanct ioned by ICICI 
(1970-90) 
p -^ ^ Annual Average Percen tage of t o t a l 
F e r i o a ^^ c r o r e s ) Sanc t ions 
1970-75 31.29 60.7 
197 5-80 4 5.30 3 3.7 
1980-85 138.15 32.3 
19 85-90 397.30 24.5 
Source: Computed from Report on Development Banking in 
I n d i a , va r ious i s s u e s . 
The above t a b l e c l e a r l y shows t h a t annual average of 
f o r e i g n ci irrency loans s anc t i oned by ICICI has cont inuous ly 
i n c r e a s e d from Rs 31.27 c r o r e s during 1970-75 to an average 
of Rs 397.3 c r o r e s dur ing 1985-90 i n d i c a t i n g an i n c r e a s e of 
12.7 t imes . However, in r e l a t i v e terms t h e share of f o r e ign 
cu r r ency l o a n s has con t inuous ly dec l ined du r ing 1970-90. 
The sha re of fo re ign currency l oans decreased from 60.7 p e r 
c e n t dur ing 1970-7 5 t o 24.5 p e r cent dur ing 19 85-90. The 
d e c l i n e i n the share of fo re ign currency loans i s the cumula-
t i v e r e s u l t of r e ce s s iona ry s t a t e of t he economy, b e t t e r avai-
l a b i l i t y of fore ign cur rency c r e d i t with t h e Government of 
I n d i a and more impor tan t ly e f f o r t s by I C I C I ' s c l i e n t s to 
p u r c h a s e ind igeneous , i n s t e a d of fo re ign , c a p i t a l equipment 
and machinery. 
1. Khan, M.Y, Op. c i t , P .167. 
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(ii> Rupee Loans; 
ICICI also provides rupee loans to i n d u s t r i a l enter-
p r i s e s in the country. Cumulatively upto the end of March 
1990, the t o t a l rupee loans sanctioned by ICICI aggregated 
to Rs 4676.27 croires, cons t i tu t ing 37.5 per cent of i t s t o t a l 
sanc t ions , against which actual ass is tance disbursed stood 
a t Rs 3236.12 crores representing 40 per cent of to ta l d i s -
bursements. Thus, more than one- third of ICICI 's ass is tance 
has been in the form of rupee loans. The share of rupee loans 
as a form of f inancial ass i s tance has been generally low in 
the f i r s t twenty years of i t s operations ranging from 10 per 
cent (during 19 55-60) to 27.4 per cent (during 1970-7 5), but 
t he rea f t e r rose sharply. There has been manifold increase in 
the absolute amount of rupee loans sanctioned during 1970-90. 
For ins tance , rupee loans sanctioned by ICICI was Rs 9.50 crores 
during 1970-71 which increased to Rs 177.57 crores during 1980-
81 (an increase of 1769 per cent) and fur ther increased to a 
record level of Rs 1065.24 crores during 1989-90 ( indicat ing 
an inc rease of 500 per cent over 1980-81 l e v e l ) . Yearwise 
da ta since 1970-71 indicate tha t there has been continuous 
inc rease in rupee loans sanctioned by ICICI upto 1989-90, except in 
the years 1974-75, 1981-82 and 1985-86/ leading to a consis tent 
inc rease in the annual average of rupee loans during each succe-











Table 5.5; Rupee Loans Sanctioned by ICICI (1970-90)^ 
. , Annual Average % of Total Assis-





Source: Computed from Report on Development Banking in 
India , various i s s u e s . 
The above table c l ea r ly r e f l ec t s tha t there has been 
cons i s ten t increase in the annual average of rupee loans 
sanctioned by ICICI during each successive f ive years period 
during 1970-90. Rupee loans sanctioned by ICICI averaged 
Rs 14.13 crores during 1970-75 which rose to an average of 
Rs 681.05 crores during 1985-90, representing an Increase of 
48 times. This i s a commendable performance. In r e l a t i v e 
terms, the share of rupee loans increased sharply from 27.4 
p e r cent during 1970-75 to 58.9 per cent during 1985-90, but 
thereaf te r declined marginally to 57.4 per cent between 
1980-85 and fur ther decreased to 4 2 per cent during 1985-90. 
Rupee loan operations of ICICI have exceeded foreign currency 
loans during 1975-90. This r e f l ec t s tha t composition of 
f inancia l ass is tance of ICICI has undergone a notable change 
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a f t e r 1975-76. Increase in the rupee loan operations of 
ICICI i nd i ca t e rapid growth in the domestic capi ta l goods 
sec tor and consequent indigenisa t ion in the supply of cap i ta l 
2 
goods. The decl ine in the r e l a t i ve share of rupee loans 
during 1985-90 has been bas i ca l ly due to the new forms of 
a ss i s t ance l i k e deferred c red i t , leasing ass is tance , i n s t a l -
ment sa le , a sse t c redi t and venture capi ta l assis tance, i n i -
t i a t e d by ICICI in the l a t t e r half of the e igh t i e s . Thus, 
on the one hand, the composition of f inancial assis tance of 
ICICI has undergone a notable change in favour of rupee loans, 
and on the o the r hand, i t s a c t i v i t i e s broadened with the i n i -
t i a t i o n of many new forms of ass i s tance . 
( i i i > Underwriting and Direct Subscription? 
Before set t ing-up of ICICI, there was p r ac t i ca l l y no 
i n s t i t u t i o n a l arrangement to underwrite corporate issues on 
a r egu la r b a s i s . Therefore, one of the object ives of ICICI 
was to provide underwriting f a c i l i t i e s in the economy. Con-
s i s t e n t with t h i s ob jec t ive , special anphasis has been l a id 
from the very beginning, by ICICI on underwriting of cap i ta l 
i s s u e s . During i n i t i a l years , underwriting of new issues 
was a major area of operations of ICICI. Apart from under-
wr i t ing of cap i t a l i s sues , ICICI also d i r e c t l y subscribes 
to the shares and debentures of i ndus t r i a l concerns. Por 
2. Khan, M. Y, Op, c i t , p . 168. 
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obviat ing the expenses of making small publ ic i ssues for 
p ro jec t s promoted by new entrepreneurs, i t has been following 
a pol icy of d i r ec t subscript ion to shares ins tead of under-
wr i t i ng . 
Cumulative ass is tance sanctioned by way of underwriting 
and d i rec t subscript ion upto March 31, 1990, aggregated to 
P^  851.10 crores , cons t i tu t ing 6.8 per cent of to ta l sanctions 
by ICICI. But actual ass i s tance disbursed by ICICI stood at 
Rs 339.19 crores represent ing 4.2 per cent of the tota l disburse-
ments and 40 per cent of t h e t o t a l sanctions of ICICI by end 
March 1990. Thus, in quan t i t a t ive terms, underwriting and 
d i rec t subscript ion by ICICI has been of l imi t ed magnitude. 
An analysis of sanctions for underwriting ind ica tes tha t they 
have widely f luctuated from year to year and have been p a r t i -
cu la r ly high in years when cap i ta l market has not been very 
responsive. ICICI has emerged as the most important i n s t i t u -
t i on as regards underwriting of cap i ta l i s sues during 1961-74. 
In post 1974 period, IDBI has occupied the f i r s t place among 
the development banks as i n s t i t u t i o n a l underwriter of cap i t a l 
i s s u e s , re legat ing ICICI to the second p l ace . Annual average 
sanct ions by-way of underwriting and d i r ec t subscription by 
ICICI during 1970-90 i s given in Table 5.6 belows 
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Table 5.6 i Underwriting and Direct Subscript ion 
Sanctioned by IGICI (l970-90> 
Period Annual Average Percentage of Total 
(Rs Crores) Sanctions 
1970-75 5.97 11.6 
1975-80 11.46 8.5 
1980-85 29.30 6.9 
1985-90 116.80 7.2 
Source; Computed from Report on Development Banking in 
Ind ia , various i s s u e s . 
The above table c lear ly shows that annual average of 
ass i s tance sanctioned by ICICI in the form of underwriting 
and d i rec t subscription has s teadi ly increased during 1970-
90. Annual average sanctions increased from Rs 5.97 crores 
during 1970-7 5 to Rs 116.80 crores during 19 85-90 indicat ing 
an increase of 19.5 t imes. However, in r e l a t i v e terms, the 
share of underwriting and d i rec t subscript ion has declined 
from 11.6 per cent during 1970-75 to 8,5 per cent during 
197 5-60 and further f e l l to 6.9 per cent during 1980-85, 
but improved marginally to 7.2 per cent during 1985-90. 
This c l ea r ly r e f l e c t s tha t during 1970-85, importance of 
underwrit ing and d i rec t subscript ion has considerably 
declined in the scheme of f inancia l operat ions of ICICI. 
This i s not a good trend. However, during 19 85-90, there 
has been s igni f icant increase in the absolute amount of 
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sanctions in the form of underwriting and d i r ec t subscrip-
t i o n s leading to marginal improvement in i t s r e l a t i ve share. 
This i s a heal thy development and should be continued. 
A disappoint ing fea ture i s that only about 40 per cent 
of t o t a l sanct ions of underwriting and d i r ec t subscription 
were ac tua l ly disbursed. Another feature i s tliat ICICI's 
underwri t ing operat ions are se lec t ive and l e s s pervasive. 
For ins tance / ICICI has prefer red to underwrite fixed i n t e r e s t 
s e c u r i t i e s and issues of old and es tabl ished companies. In 
addi t ion, i t s underwriting i s almost confined only to la rge 
i s s u e s . The se lec t ive nature of ICICI's underwriting opera-
t ions i s a lso ref lec ted in the massive concentration in the 
i s sues of the corrpanies in developed s t a t e s of the country 
l i k e Maharashtra, West Bengal, Tamil Nadu, Karnataka and 
Gujarat and almost complete neglect of r e l a t i v e l y less deve-
loped S t a t e s . Likewise, t o t a l underwriting of ICICI i s r e s t r i -
c ted to only seven i n d u s t r i e s , namely. Engineering, Chemicals 
and F e r t i l i s e r s , Tex t i l e s , E l ec t r i c i t y , Cement, Paper and 
Rubber. F ina l ly , underwriting p rac t i ce of ICICI i s charac te-
r i s ed by subs tan t ia l magnitude in 'Group I s sues ' i . e . , i ssues 
by companies belonging to the leading business groups i d e n t i -
f ied by the Dutt Committee. Thus, ICICI 's underwriting i s 
3 
of highly selective and conservative in character. 
3. Khan, M. Y, Op. cit, p. 170. 
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( iv) Guaranteest 
ICICI a lso grants ass i s tance by giaaranteeing loans 
r a i sed from o ther p r iva te investment sources, which i t 
s t a r t e d in 1973, But in quan t i t a t ive terms, i t i s not 
an important form of financing by ICICI. By March 1990, 
t o t a l assijstance sanctioned by ICICI in the form of guaran-
t ee s aggregated to Rs 238.21 crores cons t i tu t ing only 1.9 
per cent of t o t a l sanct ions . Actual disbursements stood 
a t Rs 7.03 crores representing only 0.1 per cent of t o t a l 
a s s i s t ance disbursed by ICICI. Thus, ICICI' s guarantee 
a s s i s t ance i s negl ig ible which i s not des i rab le , 
(v> Others; 
In the l a t t e r half of the e igh t ies , ICICI has also 
sanctioned ass is tance in d i f ferent other forms such as 
deferred c r e d i t , leasing ass is tance , instalment sale a s s i s -
tance , asse t c red i t and venture capi ta l a s s i s t ance . Deferred 
c r e d i t and leas ing ass i s tance was s t a r t ed by ICICI during 
19 85-86. During 1985-90, ICICI has sanctioned an ass i s tance 
of Rs 14 20.49 crores and Rs 551,45 crores, cons t i tu t ing 17,5 
per cent and 6,8 per cent of t o t a l sanctions in the form of 
deferred c r e d i t and leasing ass is tance respec t ive ly . Inves t -
ment sa le ass is tance has been i n i t i a t e d during 1988-89 and 
in two years l , e . , by end of March 1990, a sum of Rs 70.77 
c rores was sanctioned by ICICI accounting 1,4 per cent of 
t o t a l sanct ions during 1988-90. Venture cap i ta l ass is tance 
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was s t a r t ed by ICICI during 1986-87 and continued up to 30 th 
June 1988 only. Since July 1, 1988, t h i s scheme has been 
ta>:en over by the Technology Development and Information 
Company of India Ltd. (TDICI>. Asset c r ed i t has been s t a r t ed 
by ICICI recent ly in 1989-90, and in the f i r s t year i t sanc-
tionexi an amount of Rs 213.97 crores forming 7 .3 per cent of 
t o t a l sanctions during 1989-90. By March 1990/ assis tance 
sanctioned by ICICI in the form deferred c r e d i t , leasing 
a s s i s t ance , instalment sa le ass is tance, asse t credi t and 
venture cap i t a l , accounted for 18.1 per centlof t o t a l sanctions. 
Thus, in the l a t t e r half of e igh t i es , ICICI has considerably 
widened the sphere of i t s f inancia l opera t ions . Ih i s i s a 
hea l thy development. 
Sa l i en t feature of ICICI's Operations 
1. Sectorwise Assistance; 
Primary object ive of ICICI was to meet exclusively the 
f inanc ia l requirements of the indus t r i a l en te rp r i ses in the 
p r i v a t e sec tor . But over the years , i t s area of operat ions 
has been extended to include pro jec t s in the j o in t , public 
and cooperative sectors a l so . This i s p a r t l y the resu l t of 
rapid changes in the pa t t e rn of shareholding and management 
of i n d u s t r i a l en t e rp r i se s . The emergence of an act ive j o i n t 
sec tor and increasing ro le played by the S t a t e Indus t r ia l 
Development Corporations an^/or State I n d u s t r i a l Investment 
Corporations in promoting pro jec t s with or without p r iva t e 
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Table 5.7 J Sectorwise Assistance Sanctioned by ICICI 
(Rs Crores) 





19 8 4 - 8 5 
1985-86 
1986-87 
19 87 -88 
1988-89 
1989-90 
C u m u l a t i v e 
u p t o March 
19 90 
2 7 4 . 9 2 
2 3 8 . 8 1 
2 4 7 . 0 9 
3 1 2 . 4 2 
391 .84 
4 5 9 . 7 2 
6 6 4 . 5 1 
8 4 8 . 7 1 
1 3 3 7 . 1 5 
1 7 6 5 . 4 3 
8 6 2 0 . 7 7 
8 .99 
12 .64 
9 . 4 1 
8 . 7 7 
10 .59 
2 0 . 8 3 
1 1 . 9 6 
1 3 . 9 2 
1 5 . 1 6 
8 . 8 4 
17 3 .29 
2 4 . 7 3 
2 5 . 6 6 
29 .63 
6 5 . 1 8 
8 6 . 8 3 
54»04 
160.14 





2 1 . 0 2 
4 3 . 0 4 
2 4 . 9 1 
24. 21 
19.80 
4 2 .39 
3 3 . 9 5 
37 .32 









9 9 4 . 6 4 
1596 .02 
2 0 4 8 . 4 5 
10222.47 
Sources Report on Development Banking in India* various issues, 
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sector p a r t n e r s are some of the major fac tors which led to 
the widening of the horizon of i t s operations and ICICI i n i -
t i a t e d provoding funds to jo in t /pub l i c sector projects on 
a s e l ec t i ve b a s i s . Since 1974, cooperative sector also 
s t a r t e d g e t t i n g assis tance from ICICI, Thus, at present , 
ICICI ' s ass i s tance i s spread over the i n d u s t r i a l en te rpr i ses 
in pub l i c , j o i n t , cooperative and p r iva te sectors. Table No, 
5.7 gives the de t a i l s of yearwise ass i s tance sanctioned by 
ICICI to d i f fe ren t sectors since. 1980-81 to 1989-90. 
( i ) Assistance to Pr iva te Sector; 
P r i v a t e sector has been the l a rges t beneficiary of the 
ICICI ' s a s s i s t a n c e . Since i t s inception upto March 1990, 
cumulative ass i s tance sanctioned to the p r i va t e sector aggre-
gated to Rs 8620,77 crores cons t i tu t ing 84,3 per cent of the 
t o t a l a s s i s t ance sanctioned by ICICI. Actual disbursements 
to p r i v a t e sector stood at Rs 5845.67 crores forming 84,8 per 
cent of t o t a l disbursements. Thus, more than four-f if th of 
the t o t a l ass i s tance of ICICI has gone to the pr iva te sec to r . 
I t was expected of ICICI as i t s primary aim was to meet the 
f inanc ia l requirements of the p r iva te sector en te rpr i ses . 
Annual data s ince 1980-81 shows tha t there has been continuous 
inc rease in the absolute amount of ass i s tance sanctioned to 
the p r i v a t e sector except in the year 1981-82, when ass i s tance 
has declined by 13.1 per cent over 1980-81 leve l . Though r a t e 
of growth has varied from year to year, but on an average. 
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ass is tance sanctioned to p r i va t e sector has increased at a 
r a t e of 24.6 per cent per annum during 1980-90. In r e l a t i v e 
termS/ there has been marginal decrease in the share of 
p r i v a t e sector from 85.9 per cent by the end of March 1980 
to 84.3 per cent by March 1990, This has been due to increa-
sing ass i s tance granted to the pro jec t s in the jo in t and 
cooperat ive sec tors during e igh t i e s , 
( i i ) Assis tance to Jo in t Sector? 
J o i n t sec tor has been the second l a r g e s t beneficiary 
of ICICI 's a s s i s t ance . By the end of March 1990/ ICICI has 
sanctioned an assis tance of Rs 1098.72 crores to the j o i n t 
sector accounting 10.8 per cent of to t a l sanctions, against 
which disbursements amounted to Rs 647.53 crores representing 
9.4 per cent of to ta l disbursements. Thus, about one-tenth 
of the t o t a l ass is tance of ICICI has gone to the jo in t sec tor . 
During e i g h t i e s ass is tance sanctioned to the jo in t sector has 
increased at an average growth ra te of 4 5 per cent per annum 
which i s very high. iXie to higher r a t e of growth in the 
sanct ions of the j o in t sector , i t s r e l a t i v e share has increased 
from 9,3 per cent by March 1980 to 10,8 per cent by March 1990, 
Thus, during e igh t ies j o i n t sector has received greater a t t en -
t ion from ICICI. 
( i i i ) Assistance to the Cooperative Sector; 
Cooperative sector s t a r t ed get t ing ass is tance from ICICI 
s ince 1974, However, in quan t i t a t ive terms, importance of 
13S 
cooperat ive sector i s very low in ICICI's f inancial opera t ions , 
Upto March 31, 1990, t o t a l assis tance sanctioned to cooperative 
sector amounted to Rs 329,69 crores forming 3,2 per cent of 
t o t a l sanctions of ICICI. Actual disbursements aggregated to 
Rs 256,91 c ro re s , accounting 3.7 per cent of t o t a l ass is tance 
disbursed by ICICI upto March 1990, Thus, ICICI 's ass is tance 
to the cooperative sector is insignificant, 
( iv) Assistance to Public Sector: 
Though publ ic sector p ro jec t s have also become e l ig ib l e 
for a ss i s t ance from ICICI, but they have received very low 
a t t en t ion . By March 1990, t o t a l asss i s tance sanctioned to 
publ ic sec tor p ro jec t s aggregated to Rs 173.29 crores cons t i -
t u t i n g only 1.7 per cent of to t a l sanctions of ICICI, Actual 
disbursements stood at Rs 145,51 crores representing only 2,1 
per cent of t o t a l ass i s tance disbursed by ICICI by March 1990. 
I n t e r e s t i n g feature I s that the share of publ ic sector in 
t o t a l a s s i s t ance of ICICI did not change during e ight ies and 
remained at the same leve l of 1.7 per cent by the end of 
March 1980 and March 1990, Very low share of public and coo-
p e r a t i v e sec tors both are bas ica l ly due to the fact tha t ICICI, 
being only p r iva t e ly owned development bank in the country, i s 
p r imar i ly i n t e r e s t e d in financing i n d u s t r i a l concerns in the 
p r i v a t e s ec to r . 
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(2) Purposewise Assistance? 
ICICI provides ass i s tance for the establishment of 
new p ro j ec t s as well as for the expansion/divers i f icat ion 
and modernisation/renovation purposes to the exis t ing p ro -
j e c t s . I t also grants supplementary ass i s t ance to i n d u s t r i a l 
concerns for various purposes. The following table No. 5.8 
gives t he purposewise ass i s tance sanctioned by ICICI during 
1980-90 J 
Table No, 5.8: Purposewise Class i f ica t ion of Assistance 
Sanctioned by ICICI During 1980-90 
(Rs Crores) 
Assistance Percentaae of ^^^ose Sanctio ed Total 
1. New Pro jec t s 3081,26 38.8 
2. Expansion/Diversification 2149.34 27,1 
3, Itodernisation/Renovation 1530,38 19,3 
4, Supplementary Assistance 1177,65 14,8 
Total 7938,63 100,00 
Source* Report on Development Banking in India/ various 
i s s u e s . 
I t I s evident from the above tab le t h a t more than one-
t h i r d (38,3 per cent) of ICICI 's ass is tance has gone to the 
new p r o j e c t s , while a l i t t l e l e s s than two-thi rd (61,7 pe r 
cent) of i t s ass is tance has gone to the ex i s t ing p ro jec t s 
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during e i g h t i e s . Table No. 5.8 c lear ly re f l ec t s that 
ICICI i s not only in t e res t ed in the establishment of new 
p r o j e c t s but i t i s equally concerned for ejcpansion, diver-
s i f i c a t i o n , modernisation and renovation of exist ing 
p r o j e c t s so tha t they can successfully face challenges in 
the market. This i s a des i rab le trend as for rapid indus-
t r i a l development not only establishment of more and more 
new p ro jec t s i s essen t ia l , but ejqpansion, d ivers i f ica t ion 
and modernisation of exis t ing pro jec ts i s a lso equally 
important. 
(3) Industrywise Dis t r ibut ion of Assistance: 
The ass is tance of ICICI i s spread over a wide range 
of i n d u s t r i e s from basic and cap i ta l goods indus t r ies to 
consumer goods and serv ices . An important feature of industry-
wise a s s i s t ance sanctioned by ICICI i s tha t the major share 
in the ass i s tance has gone to non- t rad i t iona l and growth 
o r i e n t e d indus t r i e s l ike chemicals and chemical products, 
machinery including e l e c t r i c a l machinery, t ransport equip-
ment, metals and metal products , cement and e l e c t r i c i t y gene-
r a t i on . These indus t r i es together accounted for more than 
two-third (71,2 per cent) of the t o t a l a ss i s tance sanctioned 
by ICICI upto March 1990. Largest share in the to ta l a s s i s -
tance has gone to chemicals and chemical products accounting 
27,3 per cent, followed by machinery including e l e c t r i c a l 
machinery 14.4 per cent, and metals and metal products 12.9 
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half (54.6 per cent) of the t o t a l sanctions of ICICI by-
March 1990. This i s on expected l i nes because ICICI being 
an i n s t i t u t i o n which provides a major share of i t s a s s i s -
tance in foreign currency would na tura l ly have a pat tern 
of d i s t r i bu t i on of ass is tance in favour of indus t r i es which 
would requ i re greater arnount of foreign currency. The share 
of other i ndus t r i e s were t e x t i l e s 9,6 per cent, cement 7,6 
pe r cent, t ranspor t equipment 5.8 per cent, food products 
including sugar 4 per cent, paper 3.2 per cent, e l e c t r i c i t y 
generation 3.2 per cent, rubber 1.9 per cent, services 1.7 
per cent and others 8.2 per cent . The t ab le No. 5.9 gives 
yearwise data showing ass i s tance sanctioned to different 
i n d u s t r i e s by ICICI during 1930-81 to 1989-90. 
Yearwise data shows tha t ass is tance sanctioned by 
ICICI has widely varied from year to year and from industry 
to industry during e ight ies leading to some important changes 
in the Industrywise pa t t e rn of ass is tance by ICICI, For i n -
s tance , shares of some indus t r i e s l ike chemicals and chemical 
products , cement, e l e c t r i c i t y generation, t e x t i l e s , services 
and t ranspor t equipment have gone up, while shares of some 
o the r i ndus t r i e s l ike machinery, metals and metal products, 
paper, rubber, food products and other miscellaneous indus-
t r i e s have gone down during e i g h t i e s . The shares of chemicals 
and chemical products including f e r t i l i s e r s have increased from 
19.9 per cent by March 1980 to 27,3 per cent by the end of 
March 1990, while that of cement increased from 4,9 per cent 
to 7,6 per cent , e l e c t r i c i t y generation from 2.6 per cent to 
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3.2 per cent , t e x t i l e s from 8.1 per cent to 9,6 per cent, 
serv ices from 0,6 per cent to 1.7 per cent and transport 
equipment from 5.5 per cent to 5.8 per cent during the same 
per iod. As against t h i s , the shares of machinery including 
e l e c t r i c a l machinery has declined from 17,6 per cent to 14.4 
per cent , and metals and metal products from 13,7 per cent 
to 12.9 per cent from March 1980 to March 1990. The decline 
in the shares of these two indus t r i a l groups may be due to 
the decline in foreign currency operations of ICICI during 
e i g h t i e s . Other i ndus t r i e s whose shares have decreased were, 
paper from 6 p e r cent to 3,4 per cent, rubber 3 per cent to 
1,9 per cent, food products 4,2 per cent to 4 per cent and 
o the r miscellaneous i n d u s t r i e s from 13,9 per cent to 8,2 per 
cent from March 1980 to March 1990, Thus, during e ight ies 
there has been changes in the industrywise d i s t r ibu t ion of 
a ss i s t ance sanctioned by ICICI, Industrywise d is t r ibut ion 
of ass i s tance c lear ly r e f l e c t s that ICICI, in accordance with 
na t iona l p r i o r i t i e s and objec t ives , has placed greater empha-
s i s on non- t r ad i t iona l and growth or iented indus t r i es which 
were extremely important for future rapid indus t r i a l develop-
ment of the country, 
(4) Statewise Assistance? 
Statewise d i s t r i bu t i on of ass i s tance sanctioned by 
ICICI shows considerable concentration among few Sta tes , 3y 
March 1990, Maharashtra got the highest share of 25 per cent 
followed by Gujarat 14,9 per cent, U.P. 9,3 per cent, Tamil 
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NadTA 8.7 per cent, Andhra Pradesh 7.6 per cent and Karnataka 
5.2 per cent . These six S ta tes together accounted for 70.7 
per cent of the to ta l sanctions of ICICI by the end of March 
1990. Of these only U.P. and Andhra Pradesh are r e l a t i ve ly 
backward S ta tes remaining are r e l a t ive ly developed S t a t e s . 
This ind ica t e s that ICICI did not make any conscious e f for t s 
towards promotion of a balanced regional growth of indus t r i e s 
in the country. Shares of other States were Rajasthan 4.8 per 
cent , MaShya Pradesh 4.2 per cent. West Bengal 3.8 per cent, 
Bihar 3 per cent, Haryana 2.8 p e r c e n t , Punjab 2.7 per cent, 
and Orissa 2.6 per cent. Remaining States/Union T e r r i t o r i e s 
got one per cent or l e ss share in to t a l ass i s tance of ICICI. 
•A disappoint ing feature i s almost complete neglect of North-
Eas tem Sta tes by ICICI which together accounted for only 
0 .3 per cent of to ta l sanctions by March 1990. 
An encouraging trend in the Statewise ass is tance of 
ICICI i s tha t the degree of regional concentration of a s s i s -
tance has declined over the yeara spec ia l ly the shares of 
r e l a t i v e l y developed Sta tes have decreased while that of 
backward S ta tes have increased. For example, share of 
Maharashtra f e l l down from 31 per cent by March 1980 to 
25 per cent by March 1990, while tha t of West Bengal decreased 
from 6.9 per cent to 3,8 per cent, Karnataka from 7,1 per cent 
to 5.2 per cent and Tamil Nadu from 9.7 per cent to 8.7 per 
cent during the same per iod. On the other hand, shares of 
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4,7 per cent to 7.6 per cent , M.P, from 2.9 pe r cent to 4 .5 
pe r cent , Cr issa from 1.5 p e r cent to 2.6 per cent, Rajasthan 
from 2.7 per cent to 4,8 per cent, U.P. from 6.9 per cent to 
9.3 per cent and Assam from 0,5 per cent to 0,7 per cent from 
March 1980 to March 1990. This i s a welcome trend. But unfor-
t u n a t e l y , share of most backward Sta tes of Bihar decreased 
from 4%7 per cent to 3 per cent over the same period. This 
i s not des i r ab le . Table No, 5.10 shows annual ass is tance 
sanctioned by ICICI to d i f fe ren t States/Union Ter r i to r i e s 
s ince 1980-81 to 1989-90, 
Thus, despi te some reduction in the degree of regional 
concentrat ion in ICICI's ass i s tance , s t i l l s i tua t ion i s not 
s a t i s f ac to ry as i t continues to be concentrated in few Sta tes 
spec ia l ly developed S t a t e s , ICICI should further reduce 
regional concentration of ass i s tance by providing greater 
a s s i s t ance to r e l a t i ve ly backward S ta tes and reducing a s s i s -
tance to r e l a t i v e l y developed S t a t e s , 
(5> Assistance to Backward Areas? 
A notable feature of ICICI 's operat ions i s that i t 
i s inc reas ing ly taking i n t e r e s t in the i n d u s t r i a l development 
of l e s s developed and backward regions of the country spec ia l ly 
s ince 1970, I t pa r t i c i pa t e s in the coordinated effor ts of 
a l l India Development Banks in the promotion of balanced indus-
t r i a l development of the country, The contribution of ICICI 
to the growth of backward areas has many dimensions. One 
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aspect of i t s effor ts to achieve th i s objec t ive i s that i t 
on i t s own as well as j o i n t l y v/ith other f inancial i n s t i t u t -
ionS/ has i n i t i a t e d and financed State l eve l techno-economic 
surveys/ f e a s i b i l i t y s tudies for viable p ro jec t s , supporting 
t r a in ing programmes for po t en t i a l entrepreneurs and organised 
i n t e r - i n s t i t u t i o n a l groups to undertake various developmental 
a c t i v i t i e s at the Sta te l e v e l . These a c t i v i t i e s have been 
i n t e n s i f i e d since 197 2. 
Secondly/ to promote indus t r i a l development of backward 
areaS/ ICICI has pa r t i c i pa t ed in the se t t ing up of Technical 
Consultancy Organisations (TCOs> in many S t a t e s . I t has con-
t r ibu ted to the i r i n i t i a l share c a p i t a l . Their main functions 
are to provide technical and f inancial guidance to both ex i s -
t i n g and prospect ive entrepreneurs during various phases of 
the project / including iden t i f i ca t ion / formulation/ implemen-
ta t ion and operations and also to deal with the r ehab i l i t a t i on 
of sick u n i t s . 
Thirdly, ICICI d i r e c t l y provides finances on concessio-
na l terms to the p ro jec t s located in i d e n t i f i e d backward areas 
of the country since 1970 on the l i ne s of IFCI and IDBI, There 
has been s ign i f i can t increase in the flow of assis tance to the 
backward areas by ICICI over the years, both in absolute as 
well as in r e l a t i v e terms. This i s c l ea r ly revealed from the 
fac t t h a t upto March 31, 1975/ ICICI has sanctioned an a s s i s -
tance of Rs 113.2 crores to the projec ts located in iden t i f i ed 
14S 
Table 5 . 1 1 : Ass i s tance Sanct ioned to Backv/ard Areas by ICICI 
Yg j-3 A s s i s t a n c e Sanct ioned i^ercentage of To ta l 

















































Sources Repor t on Development Banking i n I n d i a and Annual 
Repor t s of ICICI, v a r i o u s i s s u e s . 
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backward areas of the country, accounting 18.7 per cent of 
the t o t a l sanctions which increased to Rs 4457.68 crores by 
March 1990, forming 43,6 per cent of the t o t a l assis tance 
sanctioned by ICICI. Table No. 5.11 shows yearwise a s s i s -
tance sanctioned to backward areas by ICICI since 197 5-7 6. 
Table shows tha t there has been continuous increase in the 
absolute amount of ass i s tance sanctioned to backward areas 
by ICICI except in the year 1977-78, 1987-88 and 1989-90. 
Though yearwise sanctions to backward areas has varied from 
year to year a t different r a t e s , but they show a steady i n c -
reasing trend during 1975-90, Assistance sanctioned to 
backv/ard areas has increased at an average growth r a t e of 
32,2 per cent per annum during 1975-90 s ign i f ican t ly higher 
than the average growth r a t e of 26,5 per cent recorded in 
the overal l ass is tance sanctioned by ICICI, Because of higher 
growth r a t e in the sanctions to backward areas , i t s r e l a t i v e 
share increased sharply from 18.7 per cent by March 1975 to 
4 3,6 per cent by March 1990. A break-up of t h i s 15 years 
per iod in to three sub-periods of five years each, give a 
c l ea r ly continuous increas ing trend both in annual average of 
ass i s tance sanctioned to backward areas as well as in i t s 
r e l a t i v e share. This i s shown in Table No. 5,12 below* 
ino 
Table 5,12s Ass i s t ance Sanct ioned to Backward Areas (1975-90) 
P e r i o d Annual Average Percentage of 
(Rs Crores) Total 
197 5-80 51.47 37.8 
19 80-85 171.16 47.2 
1985-90 601.07 49.5 
Sources Computed from Report on Development Banking i n Ind i a / 
v a r i o u s i s s u e s . 
I t i s ev iden t from the above t a b l e t h a t t he re has been 
con t inuous I n c r e a s e in t h e a s s i s t a n c e sanc t ioned to backward 
a r e a s bo th in abso lu te as we l l as i n r e l a t i v e terms. Table 
shows t h a t annual average of a s s i s t a n c e sanc t ioned to backward 
a r e a s i n c r e a s e d from Rs 51.47 c ro re s dur ing 197 5-80 to Rs 601.07 
c r o r e s during 1985-90, showing an i n c r e a s e of 1068 pe r c e n t . 
S i m i l a r l y , r e l a t i v e share of a s s i s t a n c e sanc t ioned to backward 
a r e a s a l so i n c r e a s e d from 37.8 p e r cent dur ing 1975-80 to 49 .5 
p e r cent du r ing 1985-90. Thus, i n r e c e n t y e a r s , about h a l f of 
t h e t o t a l s a n c t i o n s has gone t o p r o j e c t s l o c a t e d in i d e n t i f i e d 
backward a r ea s of the count ry which i s a remarkable achievement. 
I t a l so r e f l e c t s t h a t though ICICI i s a p r i v a t e l y owned i n s t i -
t u t i o n , b u t i t s o p e r a t i o n s a r e i n accordance with the n a t i o n a l 
p r i o r i t i e s and o b j e c t i v e s . 
S t a t e w i s e d i s t r i b u t i o n of a s s i s t a n c e sanc t ioned to 
backward a r e a s shows c o n s i d e r a b l e c o n c e n t r a t i o n among few 
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r e l a t i v e l y developed and large States l i k e Maharashtra, 
U.P . , Gujarat, Andhra Pradesh, M.P., Karnataka and Tamil 
Nadu, These seven Sta tes together accounted for 71.9 per 
cent of t o t a l ass is tance sanctioned to backward areas by 
ICICI upto March 31, 1990. Aftiong these only three Sta tes , 
namely, U.P,, Andhra Pradesh and M.P. are r e l a t i v e l y indus-
t r i a l l y backward which shared 30.8 per cent of t o t a l sanc-
t i o n s . Largest share has gone to Maharashtra accounting 
16. 3 per cent of t o t a l sanctions to backward areas, followed 
by U,P, (14,3 per cent ) , Gujarat (12.3 per cen t ) , Andhra 
Pradesh (9,5 per cent) , M,P. (7 pe r cent>, Karnataka (6,6 
per cent) and Tamil Nadu (5,9 per cen t ) . The shares of 
o ther S ta tes by the end of March 1990 were Rajasthan 5.2 per 
cent , Punjab (4.6 per c e n t ) . West Bengal (4 .1 per cent ) , 
Orissa (3,5 per cen t ) , Goa (2,2 per cen t ) , Haryana (1.7 per 
cen t ) , Assam (1.6 per cent) and Himachal Pradesh (1,3 per 
c e n t ) . Shares of remaining Sta tes and Union Ter r i to r i e s 
were l e s s than one per cent, A discouraging feature i s 
t h a t the share of backward North-Eastern S ta t e s i s only 2.1 
per cent of t o t a l ass is tance sanctioned to backward a reas . 
I t i nd i ca t e s indifference of ICICI to promote indus t r ia l 
development of iMorth-Eastern S t a t e s . This i s not a good 
trend and should be reversed. 
However, we notice some s ign i f ican t changes in the 
p a t t e r n of Statewise d i s t r i bu t ion of a s s i s t ance sanctioned 
to backward areas during e i g h t i e s . There has been sharp 
increase in the share of C/.P. from 5,1 p e r cent upto March 
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1980 to 14,6 per cent by March 1990, Similar ly, the shares 
of backward Sta tes of M.P. increased from 4.5 per cent to 7 
and Orissa from 2.8 per cent to 3,5 per cent 
per ceni^^over the same per iod . At the same time, shares of 
some of tne developed Sta te l ike Gujarat increased from 9,7 
pe r cent to 12,3 per cent, Maharashtra from 15.6 per cent to 
16,3 per cent, Punjab from 3,3 per cent to 4.6 per cent, 
Haryana from 0,5 per cent to 1.3 per cent and Himachal Pradesh 
from 0.9 per cent to 1.7 per cent during the same period. 
Unfortunately, the share of some backward S ta te l ike Bihar, 
Assam, Kerala and Meghalaya has declined during e ight ies . 
This i s not a desirable t rend as i t i s the backward S ta tes 
v;hich requi re greater f inancia l ass is tance for i ndus t r i a l deve-
lopment. During e ight ies , share of some developed States also 
has decreased. For ins tance , the share of Karnataka f e l l from 
12.8 per cent to 6,6 per cent . West Bengal from 9.2 per cent 
to 4 ,1 per cent and Tamil Nadu from 8,7 pe r cent to 5.9 per 
cent from March 31, 1980 to March 31, 1990. Thus, we can say 
t h a t though some decline in the concentration of assis tance 
among few Sta tes has taken place during e i g h t i e s , but s t i l l 
s i t u a t i o n i s not very sa t i s f ac to ry . ICICI should provide 
g rea te r p a r t of i t s ass i s tance meant for backward areas to 
backward S ta tes on a p r i o r i t y basis to achieve balanced 
i n d u s t r i a l development of the country. 
CH.APTER VI 
SFCS At^ D INDUSTRIAL DEVELOPMENT 
S t a t e F i n a n c i a l C o r p o r a t i o n s (SFQs)), s e t - u p i n v a r i o u s 
S t a t e s a s r e g i o n a l ' i n s t i t u t i o n s , r e p r e s e n t an a t t e m p t t o 
d i v e r s i f y t h e s t r u c t u r e of deve lopment b a n k i n g i n I n d i a so 
a s t o b e a b l e to cope w i t h t h e r e q u i r e m e n t s of w i d e r s e c t i o n 
of i n d u s t r i a l e n t e r p r i s e s . The n e c e s s i t y f o r s e t t i n g - u p 
SFCs a r o s e o u t of t h e d i f f i c u l t y r e a l i s e d by t h e IFCI t o c a t e r 
t h e f i n a n c i a l r e q u i r e m e n t s o f a l l t y p e s of i n d u s t r i e s i r r e s -
p e c t i v e o f t h e i r s i z e . Smal l and medium e n t e r p r i s e s were 
e x c l u d e d from t h e p u r v i e w of IFCI , a s i t was s e t - u p b a s i c a l l y 
t o meet t h e f i n a n c i a l r e q u i r e m e n t s of t h e l a r g e s c a l e p r o j e c t s 
i n t h e c o u n t r y . As a r e s u l t , t h e Union Government p a s s e d 
S t a t e F i n a n c i a l C o r p o r a t i o n s Act on 28 Sep tember 19 5 1 , empo-
w e r i n g t h e S t a t e G o v e r n m e n t s t o e s t a b l i s h f i n a n c i a l c o r p o r a -
t i o n s f o r t h e i r r e s p e c t i v e r e g i o n s . Under t h e A c t , d i f f e r e n t 
S t a t e Governments h a v e s e t - u p SFCs a s s p e c i a l i s e d S t a t e l e v e l 
i n s t i t u t i o n f o r p r o v i d i n g t e rm f i n a n c e t o smal l and medium 
e n t e r p r i s e s . Acco rd ing t o S.K, Basu , *SFCs c o n s t i t u t e t h e 
f i r s t e3<periment i n t h e S t a t e f i e l d o f o r g a n i s i n g i n s t i t u t i o -
n a l a r r a n g e m e n t s f o r p r o v i d i n g i n d u s t r i a l f i n a n c e t o s m a l l and 
2 
medium s i z e d i n d u s t r y , *• 
1, Khan, iM,Y, p f v c i t , p . 1 8 0 , 
2 , Basu, S.K, "Theory and P r a c t i c e of Development Banking — 
A S tudy i n t h e A s i a n Contex t "^ 1969, p . 1 1 7 , 
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F i r s t SFC under the SFCs Act was es tabl ished in Punjab 
in February 1953. At present , there are 18 SFCs in the 
country. The States of Manipur, Meghalaya, Mizoran, Nagaland, 
Goa, Sikkim and Tripura and most of the Union Te r r i t o r i e s ex-
cept Delhi have yet to have thei r own SFC. While the area of 
opera t ions of a SFC i s normally confined to one State/Union 
Ter r i to ry , but some of the SFCs cover neighbouring State/Union 
T e r r i t o r y , which do not have SFCs of t h e i r own. The Assam SFC 
opera tes also in Manipur and Tripura. Chandigarh i s served by 
SFC of Delhi, while Goa, Daman and Dieu by Maharashtra, Dadra 
and Nagar Haveli by Gujarat and Pondicherry by Tamil Nadu SFC. 
Nature and Functions of SFCs 
SFCs extend t h e i r f inancia l ass is tance to indus t r i a l con-
cerns engaged or proposed to be engaged in the manufacture, 
p reserva t ion or processing of goods, mining or hotel industry , 
t r anspor t serv ices , generation or d i s t r i bu t ion of e l e c t r i c i t y 
and the development of any contiguous area of land as an indus-
t r i a l e s t a t e . Through amendment in the SFCs Act in December 
197 2, concerns engaged in maintenance, repa i r , t es t ing and ser-
v i c i n g of machinery, veh ic les and vesse l s , assembling and pack-
ing , f i shing and consultancy services, e t c . have also been made 
e l i g i b l e for ass i s tance . SFCs can extend ass is tance to a l l 
types of indus t r i a l concerns organised whether as a publ ic limi-
ted company or p r iva t e l imi ted company or par tnersh ip , or pro-
p r i e t o r y concerns. SFCs can grant accommodation up to a maxiaxim 
of te 60 IcDchs to an individual u n i t . 
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SECs aore authorised to provide ass i s tance in d i f fe ren t 
forms as followsJ 
i> granting loans or advances for per iods not exceeding 
twenty years; 
i i ) subscribing to debentures r ^ a y a b l e within twenty years; 
i i i ) guaranteeing loans ra i sed by i n d u s t r i a l concerns e i t h e r 
in the publ ic market or from scheduled or cooperative 
banks and repayable within twenty years ; 
iv ) guaranteeing deferred payments due from any i n d u s t r i a l 
concerns for purchase of capi ta l goods within India; 
v) underwriting of i s sues of stocks, shares, bonds or 
debentures; and 
vi> subscribing to s tocks, shares, bonds or debentures of 
i n d u s t r i a l concerns from out of the special c a p i t a l . 
SFCs amendment Act 197 2 has empowered theSFCs to p a r t i -
c i p a t e in the equity cap i t a l of weaker small and medium indus-
t r i a l undertakings. Since June 197 3, SFCs have also been 
au thor i sed to meet the foreign exchange requirements of small 
and medium scale u n i t s . For t h i s purpose refinance f a c i l i t y 
i s provided by the IDBI, 
SFCs also act as the agent of the Central and S ta te 
Governments, IDBI, IFCI or any other f inancia l i n s t i t u t i o n in 
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Table 6 . 1 : Financial Resources of SFCs (as on March 31) 
(RS Crores) 
S o u r c e s 
1 . Paid-- u p - C a p i t a l 
2 . R e s e r v e Fund 
3 . P r o v i s i o n f o r bad and 
d o u b t f u l d e b t s 
4 , B o r r o w i n g s from 
i> 
i i ) 
i i i > 
i v ) 
V ) 
v i j 
RBI 
IDBI 
s t a t e Governments 
I s s u e of D e b e n t u r e s 
and Bonds 
F i x e d D e p o s i t s 
O t h e r s 




0 . 6 5 




7 2 . 0 6 
13.30 




1 0 5 . 8 1 
3.97 
6 1 . 0 3 
4 . 6 5 








8 1 5 . 7 8 






7 . 3 0 
4 . 8 4 
3 3 3 . 1 2 
5 5 6 8 . 9 8 
Source: Report on Currency and Finance, 1990-91, Vol. I I , 
S t a t i s t i c a l Statement. 
157 
matters connected with the grant of loans or advances or 
subscr ip t ion to debentiires. Most of the IDBI schemes for 
a s s i s t a n c e to small and medium sectors are operated through 
SPCs. 
Financia l Resources of SFCs 
Financia l resources of SFCs cons is t of: 
(i> Share cap i t a l , 
( l i> Reserve funds, and 
( i i i > Borrowings. 
Table No. 6.1 shows the contr ibut ion of different 
sources in the to t a l resources of a l l SFCs by the eid of 
March 1971, 1981 and 1990. 
(i> Share Capital* 
The authorised cap i t a l of SFCs ranges between Rs one crore 
to Rs ten c rores . The share capi ta l of SFCs are held by the 
S ta t e Governments, IDBI, scheduled banks, insurance companies 
and other f inancial i n s t i t u t i o n s . The share cap i ta l of SPCs 
a re guaranteed by the S ta te Government concerned as to repay-
ment of p r inc ipa l and payment of annual dividends. Since 1976 
SFCs are also r a i s i ng special cap i ta l contr ibuted in equal 
propor t ion by the IDBI and the concerned Sta te Governments* and 
does not carry any obl iga t ion to minimum dividend. This special 
c a p i t a l i s used by SFCs to provide equity type support on soft 
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terms to entrepreneurs for bridging the gap in equity or 
3 promoter ' s contr ibut ion. Thus, at present the cap i t a l of 
SFCs i s of two types: 
( i j General Capital* and 
( i i ) Special Cap i ta l . 
The t o t a l pa id-up-capi ta l of a l l eighteen SFCs a t the 
end of March 1990 stood a t Rs 815.78 crores , including special 
c a p i t a l of Rs 46.75 crores , accounting 14.6 per cent of the 
t o t a l resources of the SFCs. The contr ibut ion of share capi-
t a l in t h e t o t a l resources of a l l SFCs has increased over the 
y e a r s . At the end of March 1971, the share capi ta l of a l l 
SFCs aggregated to Rs 20.9 6 crores forming 12.8 per cent of 
the t o t a l resources of the SFCs, which increased to Rs 105,81 
c ro res by the end of March 1981, but in r e l a t i v e terms, i t s 
con t r ibu t ion declined to 9.3 per cent . However, t he rea f t e r 
not only in absolute t«rms but also in r e l a t i v e terms, the 
con t r ibu t ion of share cap i t a l in the t o t a l resources of SFCs 
has increased and stood at Rs 815.78 crores , cons t i tu t ing 
14.6 pe r cent of the t o t a l resources of a l l SFCs by the March 
31 , 1990. But the share of special cap i t a l in the t o t a l paid-
u p - c a p i t a l of the SFCs decreased from 8.7 per cent (Rs 9.13 
crores> by the end of March 1981, to 5.7 per cent by the end 
of March 1990. This r e f l e c t s tha t during e i ^ t i e s general 
c a p i t a l of SFCs has increased at a f a s t e r r a t e than the 
spec ia l c a p i t a l . 
3 . For d e t a i l s see on p . 
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( i i> Reserves* 
The reserves maintained by theSPCs consis t ofs 
(a> Reserve Fund* and 
(b> Reserve for bad and doubtful debts and other 
reserves . 
Though reserve funds are not an important source of 
funds to the SFCs, but i t s contr ibution has cpntinuously 
increased between 1971 to 1990 both in absolute terras as 
well as in r e l a t i v e terms. Reserve funds contributed 
Rs 0.65 crores to t o t a l resources of -SFCs by the end of March 
1971^ which increased to Rs 3.97 crores by March 1981, and 
fu r the r increased to Rs 181,91 crores by March 31, 1990. 
Reserve funds cons t i tu ted only 3.1 pe r cent of t o t a l pa id-
up- c a p i t a l of SFCs by the end of March 1971,which increased 
marginally to 3.8 per cent by March 1981, but thereaf te r 
inc reased sharply and stood at 22.3 pe r cent by March 31# 
1990. This r e f l e c t s that during e i g h t i e s SFCs have been 
successful in t ransfer ing a larger amount to the reserve fund 
i n d i c a t i n g an increase in the p r o f i t a b i l i t y of the SFCs. 
This i s a des i rable and heal thy development. This conclusion 
i s fu r the r confirmed by the fact tha t by March 1971, reserve 
fund cons t i tu ted only 0.4 per cent of the t o t a l resources of 
SFCs, which remained at the same leve l by March 1981, but 
rose sharply to 3.3 per cent by the end of March 1990, 
Reserve for bad and doubtful debti^ and other reserves 
stood a t Rs 4.60 crores by the end of March 1971, which 
increased to Rs 61.03 crores by March 1981, but thereaf te r 
decl ined to Rs 37,12 crores by March 31, 1990. Accordingly, 
i t s r e l a t i v e share in the t o t a l resources of SFCs f i r s t in -
creased from 2,8 per cent by March 1971 to 5,3 per cent by 
March 1981,but thereaf te r decreased sharply to only 0,7 per 
cent by the end of March 1990, 
( i i i > Borrowings? 
Borrowings cons t i tu t e s the most important source of 
funds for the SFCs. Borrowings of SFCs consis ts of the 
following sources: 
(a) Issue of bonds and debentures, 
(b) Fixed deposi ts , 
(c> Borrowings from RBI, 
(d) Borrowings from IDBI, and 
(e) Borrowings from State Governments. 
There i s an overa l l s ta tu tory l imi ta t ion on t o t a l borrowings. 
According to SFCs Act, the to t a l amount of bonds and debentures 
i s sued and outstanding, medium-term loans from the RBI, loans 
from S ta t e Government, together with i t s contingent l i a b i l i t i e s 
a r i s i n g from guarantees or underwriting should not exceed ten 
times paid-up-capi ta l and reserves of the SFCd, As on 
March 31, 1971, t o t a l borrowings by a l l SFCs amounted to 
Rs 121*50 crores , which increased to Rs 834.63 crores by March 
1981, and fur ther increased to Rs 4201.05 crores by March 
1990. During 1971 to 1990 borrowings by SFC3 has increased 
by 3358 per cent . In r e l a t i ve terms, borix)wings 
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c o n s t i t u t e d 74,5 per cent of the t o t a l resources of SFCs 
by March 1971, which declined marginally to 7 3.1 per cent 
by March 1981 and then increased to 7 5.4 per cent by the end 
of March 1990. Thus, about three-fourth of the t o t a l resour-
ces of a l l SFCs consisted of borrowings. 
(a> Borrowings Through Issuje of Bonds and Debentures* 
SFCs supplement t h e i r resources by f loa t ing bonds and 
debentures in the market. They are guaranteed by the S ta t e 
Government as to the payment of i n t e r e s t and repayment of 
p r i n c i p a l . Bonds and debentures issued by the SFCs are 
mostly subscribed by the f inancia l i n s t i t u t i o n s especia l ly 
Lie and commercial banks. In the case of a shor t fa l l in the 
subscr ip t ion to the i ssues of bonds and debentures,IDBI usual ly 
makes good the deficiency. As on March 31, 1971, the funds 
r a i s e d by SFCs through i s sue of bonds and debentures aggrega-
ted to Rs 7 2.06 crores forming 44.2 pe r cent of the t o t a l resou-
rces of SFCS/ since then though absolute amount ra ised through 
bonds and debentures has increased but in r e l a t i v e terms i t s 
Importance in the t o t a l f inancial resources of the SFCs has 
dec l ined . By the end of March 1990, a l l the SFCs ra i sed an 
amount of Rs 1866.96 crores through i s s u e of bonds and deben-
t u r e s which cons t i tu ted 33.5 per cent of the t o t a l resources 
of SFCs. Thus, despi te decrease in the r e l a t i v e iapor tance of 
Blonds and debentures in the t o t a l f inanc ia l resoxurces of SFCs 
during 1971 to 1990, i t s t i l l cont r ibu tes one-third of i t s 
t o t a l resources . In fact bonds and debentures are the second 
l a r g e s t source of funds to the SFCs next only to the borrowings 
from IDBI. 
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(b) Fixed Deposits; 
SPCs can accept deposi ts from the S ta te Government, 
o r with the p r i o r approval of the Government in consultat ion 
with the RBI and IDBI, from a loca l author i ty or pub l i c . 
These deposi ts are guaranteed by the State Government and 
a r e accepted for a period not l e s s than twelve months. How-
ever , the t o t a l deposits shoxild not exceed the pa id-up-capi ta l 
of the SFCs, Inportance of fixed deposi ts in the f inancia l 
resources of the SFCs has declined subs tan t i a l ly during 1971 
to 1990, At present i t s contr ibut ion i s only 0.1 per cent 
which i s negl ig ib le . Not only in r e l a t i v e terms but a lso in 
abso lu te terms the contr ibut ion of fixed deposits has declined 
over the years . By March 31, 1971, fixed deposits contr ibuted 
a sum of Rs 13.30 crores accounting 8,1 per cent share in the 
t o t a l resources of the SFCs, which decreased to Rs 7,30 crores 
or 0 ,1 per cent of the t o t a l resources of the SFCs by Mardi 
1990. Thus, fixed deposi ts are no more important source of 
.funds for the SPCs. 
(c> Borrowings from RBI: 
Borrowings of SPCs from RBI are of two types: 
( i ) those repayable on demand or within 90 days against 
t r u s t e e s ecu r i t i e s o r e l i g i b l e b i l l s and promisory 
no tes ; and 
( i l> loans for longer per iods repayable within 18 months 
against cent ra l or s t a t e Government Secur i t i es or i t s 
iG3 
own debentures maturing within eighteen months. 
The share of borrowings from RBI in the to ta l resources 
of the SPCs i s very low. By March 1971, i t contributed a sum 
of Rs 2, 39 crores which formed 1.5 per cent of the t o t a l resou-
r c e s of the SFCs and increased to Rs 4,65 crores representing 
0,4 per cent of the t o t a l resources by the end of March 1981, 
However, during e igh t ies re l iance of SFCs on RBI has increased 
and by March 1990, SFCs^  borrowings from RBI aggregated to 
Rs 55, 20 crores representing one per cent of t o t a l resources . 
Thus, desp i te increased borrowings from RBI during e igh t i e s , 
i t s share in the t o t a l f inancia l resources of SPCs i s i n s i g n i -
f i c a n t , 
(d> Borrowings from IDBIt 
IDBI i s the l a rges t source of- funds for the'fiFCs which 
i t grants bas ica l ly t h r o u ^ refinance f a c i l i t y . In fac t , most 
of the ass i s tance from IDBI to small entrepreneurs and u n i t s 
flows throuc^ SFCs, An important fea ture i s tha t the re l i ance 
of SFCs on IDBI for funds has subs t an t i a l l y increased over the 
y e a r s . By the end of March 1971, the borrowings from IDBI by 
a l l SFCs aggregated to Rs 31,56 crores , which increased to 
Rs 4 56,43 crores by March 1981, and fur ther increased to a 
record leve l of Rs 2252,86 crores by March 31, 1990, IXie to 
sharp increase in the absolute amount of funds raised by SFCs 
from IDBI, i t s r e l a t i v e share also increased sharply from 19,4 
p e r cent by March 1971 to 40 per cent by March 1981 and then 
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marginally increased to 40.5 per cent by March 1990. At 
p re sen t borrowings from IDBI i s the l a r g e s t source of funds 
for the SFCs. 
(e> Borrowings from Sta te Governments: 
SFCs can also borrow from the i r respec t ive State Govern-
ments, They are also authorised to borrow from any f inancia l 
i n s t i t u t i o n no t i f i ed by the Government of Ind ia . However, 
such borrowings are very small in absolute as well as in r e l a -
t i v e terms. By March 1971, SFCs borrowed a sum of Rs 2.08 
c ro r e s from Sta te Governments and Rs 0.11 crores from o ther 
f inanc ia l i n s t i t u t i o n s , which increased to Rs 13.89 crores and 
Rs 4.84 c rores respect ive ly by the end of March 1990. This 
r e f l e c t s t h a t SFCs do not r e ly on S ta te Govemmemts to meet 
t h e i r f inanc ia l requirements. The r e l a t i v e share of borrowings 
from o ther f inancial i n s t i t u t i o n s remained constant a t 0 .1 per 
cent by March 1971 and 1990. 
A break-up of the t o t a l resources of SFCs by the end of 
March 1990 shows tha t only 18.6 per cent of the t o t a l resources 
were generated through in t e rna l sources and 82,4 per cent of 
t h e t o t a l resources were mobilised by SFCs from external sources. 
Thus, SFCs la rge ly depend upon external sources for funds, 
though i t s dependence has marginally declined from 84 per cent 
by March 31, 1971 to 82.4 pe r cent by March 31, 1990. About 
o n e - t h i r d i . e . , 33.6 per cent of t h e i r t o t a l resources SFCs 
have mobilised from the household sector , d i rec t ly or i n d i r e c t l y 
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(through commercial banks, LIC e t c , ) through issue of 
bonds and debentures and fixed deposi ts . On the o ther hand 
47 ,8 per cent of t he i r t o t a l resources^SPCs have ra i sed from 
IDBlt RBI and S ta te Governments, A disappointing fea ture i s 
t h a t the resources r a i sed by SPCs from household sector has 
1971/ to 33.6 per cent by March 31, 
dec l ined from 52,3 pe r cent by March 31,/1990, while resources 
r a i s e d from IDBI, RBI and S ta t e Governments have Increased 
from 31,7 per cent to 47,8 per cent during the sane per iod. 
This c l ea r ly shows tha t SPCs are increas ingly relying on IDBI 
and o ther Government sources for t he i r f inancia l requirements, 
while t h e i r dependence on household sector has decl ined. This 
i s not a healthy development. SPCs should mobilise g rea te r 
p a r t of t h e i r resources from the housdiold sector, ins tead of 
i nc r ea s ing t h e i r dQ)endence on IDBI and o ther Government sources. 
Financing Operations of SPCs 
Through t h e i r evergrowing and d ive r s i f i ed a c t i v i t i e s SPCs 
have come to occv5)y an eminent pos i t ion in the I n s t i t u t i o n a l 
se t -up for i ndus t r i a l development in the country. T i l l about 
1970, the operations of SPCs grew a t a r a the r slow pace but 
during seventies there was a rapid growth in t he i r opera t ions 
and the pace has he&\ sustained during e igh t ies a l so . 
Cumulative f inancia l ass i s tance sanctioned by a l l SPCs 
upto March 31, 1990, aggregated to Rs 10,074,2 crores forming 
12.7 p e r cent of the t o t a l ass i s tance sanctioned by a l l f inan-
c i a l i n s t i t u t i o n s to the i n d u s t r i a l sec to r . The actual a s s l s -
s tance disbursed by SPCs amounted to Rs 7 550,2 crores upto 
1(56 
Table 6.2J Assistance Sanctioned and Disbursed by SFCs 
(RS Crores) 
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Source* Report on Development Banking in India/ 1989-90 
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March 1990, representing 13.4 per cent of the t o t a l a s s i s -
tance disbursed by a l l f inancial I n s t i t u t i o n s together. This 
shows t h a t 7 5 per cent of the t o t a l sanctions of SFCs were 
ac tua l l y disbursed to i ndus t r i a l concerns. 
The ass i s tance granted by a l l SFCs as a whole has shown 
a r i s i n g trend over the years . Table No, 6,2 shows the annual 
a s s i s t ance sanctioned and disbursed by a l l SFCs since 1970-71 
upto 1989-90. Table c l ea r l y shows tha t the re has been cont i -
nuous increase in the absolute amount of ass is tance sanctioned 
by SFCs, But the r a t e of increase of ass i s tance has not been 
uniform, ranging from a low of 1.7 per cent during 1977-78 to 
a very high r a t e of 40,4 per cent during 1980-81, Assistance 
sanctioned by a l l SFCs during 1970-71 was Rs 49»6 crores, which 
increased to Rs 370.5 crores during 1980-81, showing an increase 
of about seven and half times, and fur ther increased to a 
of Rs 1543.6 crores during 1989-90, 
record l e v e l / r e f l e c t i n g an increase of more than four times 
over 1980-81 l e v e l . Data shows tha t ass i s tance sanctioned by 
SFCs has increased a t an average annual growth r a t e of 20.5 
pe r cent during 1970-90, which i s lower than the average growth 
r a t e of 25.1 per cent per annum in the ass i s tance sanctioned by 
a l l f inanc ia l I n s t i t u t i o n s during the same period. Decadewise 
growth shows tha t the average annual growth r a t e during seventies 
was 21 per cent which declined marginally to 20 per cent during 
e i g h t i e s . Because of slow growth recorded in the sanctions of 
SFCs as compared to a l l f inancia l i n s t i t u t i o n s , the r e l a t i v e 
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by a l l f inancia l i n s t i t u t i o n s has decreased from 17 per cent 
during 1970-80 to 13 pe r cent during 1980-90. This i s not a 
des i rab le development as SPCs being regional i n s t i t u t i o n s 
should have played more ac t ive ro l e in financing i n d u s t r i a l 
concerns. 
Assistance disbursed by SFCs have also increased con t i -
nuously during 1970-90, though the r a t e of increase in i t has 
va r i ed l a rge ly from year to year . During 1970-71 a l l SPCs 
disbursed an ass i s tance of Rs 33.5 crores^which increased to 
Rs 248 crores during 1980-81, ind ica t ing an increase of more 
than seven times and fur ther increased to Rs 1192.2 crores sho-
wing an increase of more than four and half times over 1980-81 
l e v e l . During 1970-90, ass is tance disbursed by SPCs have i n c -
reased a t an average annual growth r a t e of 21. 2 per cent which 
i s l i t t l e higher than the growth r a t e in sanctions of SFCs 
during the same per iod . Thus, ass i s tance disbursed by SPCs 
have increased at a higher r a t e than t h e i r sanctions. This i s 
a good t rend. Like sanct ions , a ss i s tance disbursed by SPCs 
have a l so increased at a l i t t l e higher r a t e of 21.6 per cent 
pe r annum during seventies than 20.8 per c e i t per annum during 
e i g h t i e s . 
Statewise Performance of SPCs 
As mentioned above, a t present the re are 18 SPCs operat ing 
in the country. The performance of d i f ferent SPCs, however, 
has va r ied from one another and from year to year. Table 6.3 
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shows the annual ass i s tance sanctioned by different SFCs 
sdLjnce 1980-81 to 1989-90. Table c lea r ly shows that a s s i s -
tance sanctioned by d i f ferent SFCs have increased during 
1980-.90, but the grwoth r a t e has been d i f fe ren t for d i f ferent 
SFCs as well as in d i f fe ren t years . During 1989-90, a s s i s -
tance sanctioned by a l l SFCs has increased at an annual average 
growth r a t e 20 per cent . There are some SFCs whose annual 
average growth r a t e was higher than the average growth r a t e 
of a l l SFCs during 1980-90. These are the SFCs of Ass an, 
Bihar, Delhi, Haryana, Jammu and Kashmir, Karnataka, Kerala, 
M.P,, Punjab and West Bengal. 
Assam Sta te Financial Corporation has recorded the high-
e s t average annual growth r a t e of 59.7 per cent, followed by 
Kerala (41.3 per cent) and Haryana (37,1 pe r cent) SFCs and 
so on. On the other hand, SFCs of Andhra Pradesh, Gujarat, 
Himachal Pradesh, Maharashtra, Orissa, Rajasthan and Tamil 
Nadu have lower average growth r a t e than the average growth 
r a t e of a l l SFCs during 1980-90. Lowest average growth r a t e 
has been recorded by Orissa SFC a t 9.6 pe r cent per annum, 
SFCs of r e l a t i v e l y developed s t a t e s of Maharashtra, Gujarat 
and Tamil Nadu recorded lower growth r a t e s than the average 
(growth r a t e of a l l SFCs, because they had already achieved 
r e l a t i v e l y high l eve l of operat ions by 1979-80. UPFC i s the 
only SFC whose ass i s tance has increased a t the same r a t e of 
20 pe r cent per annum during e ight ies a t which the sanctions 
of a l l SFCs have increased. 
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As up to March 31, 1990, in cumulative sanctions of 
a l l SPCs, Andhra Pradesh SFC topped the l i s t with t o t a l 
sanct ions of Rs 1068,6 crores and accounted for a share of 
10.6 pe r cent, followed by Gujarat SFC with Rs 1056.9 crores 
(10.5 per cent>, UFFC 8s 10 55.8 crores (10.5 per cent) , Maha-
r a s h t r a SFC Rs 917.7 crores (9 .1 per cent) and Kamataka SFC 
Rs 916.6 crores (9 .1 per c e n t ) . These f ive SFCs have accoun-
ted for almost half of the t o t a l sanctions by a l l SPCs, This 
concentrat ion i s bas i ca l ly due to the fact tha t these are 
r e l a t i v e l y l a rge r S t a t e s . The shares of other SFCs such as 
Tamil Nadu were 8.9 per cent, Bihar, 6,9 per cent, Rajasthan 
6,3 per cent, Orissa 4,9 per cent, M,P, 4.4 per cent, Kerala 
3.5 pe r cent, Punjab 3.4 per cent. West Bengal 3.2 per cent, 
Haryana 2.7 per cent, Jammu and Kashmir 2.4 per cent, Bimachal 
Pradesh 1.5 per cent, Delhi 1.4 per cent and Assam SFC 0.7 
pe r cent , 
A notable feature i s tha t there hasbeen s ign i f ican t 
changes in the r e l a t i v e shares of d i f fe ren t SFCs during eigh-
t i e s . The shares of SFCs of developed S ta tes l ike Gujarat, 
Maharashtra, Delhi, Punjab, Haryana and Tamil Nadu has declined 
during e i g h t i e s . For instance* the Gujarat SFC which accounted 
for 12,9 per cent of the t o t a l sanctions of SPCs upto March 
1980 has declined to 8,7 per cent during 1980T90 , S imi la r ly , 
the share of Maharashtra SFC decreased sharply from 16 per cent 
to 7 p e r cent, while the shares of o ther SFCs l i ke Delhi decrea-
sed from 2.3 per cent to 1.2 per cent, Haryana 3.3 per cent to 
2.3 pe r cent , Tamil Nadu 9.4 per cent to 8.4 per cent and Punjab 
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from 3,9 per cent to 3,1 per cent during the same per iod. 
On the other hand, the shares of SFCs of some relatively-
backward S ta tes has increased during e i g h t i e s . For exannple, 
tthe share of Andhra Pradesh SFC increased from 9.3 per cent 
by March 1980 to 11.4 per cent during 1980-90/ while t h a t of 
SFCs of U.P, increased from 7,2 per cent to 12,6 per cent , 
M.P, from 2,7 per cent to 4.9 per cent, Orissa from 3.7 per 
cent to 5.4 per cent, Rajasthan 5,6 per cent to 7,2 pe r cent 
and Bihar from 6 per cent to 6,4 per cent during the same 
p e r i o d . This trend c l e a r l y ind ica tes t ha t SFCs of r e l a t i v e l y 
backward S ta tes have considerably improved the i r performance 
during e i g h t i e s , which i s a healthy development spec ia l ly for 
achieving balanced regional development of the country. 
Sa l i en t fea tures of Financial Operations of SFCs 
(i> Assis tance to Small Scale Sector; 
SFCs were es tabl ished primari ly to ca t e r to the f inancia l 
requirements of small and medium i n d u s t r i e s . In the ear ly 
years of t h e i r operat ions SFCs did not pay adequate a t t en t ion 
to meet the financial requirements of the small scale sec tor . 
For example, upto September 31, 1967, SFCs sanctioned about 
22 p e r cent of the i r t o t a l ass is tance to the small scale sector . 
However, gradually they have stqpped up t h e i r ass i s tance to 
t h i s sec tor special ly s ince 1970-71, Now a subs tant ia l propor-
t i o n of SFCs' ass is tance i s going to small scale i n d u s t r i e s . 
Since t h e i r inception upto March 31, 1990, out of the t o t a l 
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Table 6,4: Assistance Sanctioned to Small Scale Sector by SFCs 
(RS Crores) 
Y e a r SSI SRTOs J ' ^ ^ j i J ^ ^ i ^ " P e r c e n t a g e 
t a n c e t o SSS of t o t a l 
Ass is tance 
1 9 8 0 - 8 1 2 5 4 . 4 1 19 .19 273.60 7 3 . 8 
1 9 8 1 - 8 2 363.47 4 5 . 8 1 4 0 9 . 2 8 8 0 . 3 
1 9 8 2 - 8 3 4 5 9 . 6 6 52 .64 512 .30 8 3 . 8 
1983-84 4 6 1 . 0 2 5 6 . 6 3 5 1 7 . 6 5 8 0 . 3 
1 9 8 4 - 8 5 553 .15 65 .44 618 .59 8 3 . 2 
1 9 8 5 - 8 6 7 6 1 . 6 8 6 6 . 0 3 8 2 7 . 7 1 8 2 . 0 
1986-87 919 .67 7 7 . 9 2 9 9 7 . 5 9 8 2 . 4 
1987-88 9 1 2 . 2 8 9 2 . 0 9 1004.37 7 8 . 4 
1988-89 995 .80 122 .02 1117 ,82 8 0 . 3 
1989-90 1113.96 149.97 1 2 6 3 , 9 3 8 1 . 9 
C u m u l a t i v e 
Up t o 
1990 
ur^-t-r. M=r.^ >, 6 8 2 1 . 9 5 8 4 2 . 4 4 7 6 6 4 . 3 9 7 6 , 1 
y ^ o ? " a ^ c " (296790) ( 62713) (359503)' 
S o u r c e : R e p o r t on Development Banking i n I n d i a , v a r i o u s i s s u e s . 
N o t e : F i g u r e s i n b r a c k e t s i n d i c a t e number o f u n i t s a s s i s t e d , 
SSI — S m a l l S c a l e I n d u s t r i e s 
SRTOs-Small Road T r a n s p o r t O p e r a t o r s 
SSS - S m a l l S c a l e S e c t o r . 
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ass i s t ance of Rs 10#074.2 crores sanctioned to 3,93,164 
u n i t s by a l l SPCs, ass i s tance sanctioned to small scale 
s ec to r amounted to Rs 7,664,39 crores to 3,59,503 u n i t s 
which formed 76,1 per cent of t o t a l sanctions and 91.4 
p e r cent of the t o t a l number of u n i t s a s s i s t ed by SFCs, 
Actual ass is tance disbursed by SFCs to small scale sector 
aggregated to Rs 5973.84 crores represent ing 79.1 percent 
of the t o t a l sanct ions. 
Table No, 6.4 gives the de ta i l of annual ass i s tance 
sanct ioned by SFCs to small scale sector s ince 1980-81, which 
shows t h a t ass is tance sanctioned to small scale sector has 
continuously increased. IXiring 1970-71 ass i s tance sanctioned 
to small scale sector by SFCs was Rs35.9 c r o r e s which inc rea -
during 1980-81 
sed to Rs 27 3,6 c ro res / ( ind ica t ing an increase of 7,6 t imes) , 
and fur ther rose to a record level of Rs 1263,93 croes during 
1989-90 (an increase of 4,6 times over 1980-81 level>. Though 
the yearwise sanctions to small sector has r isen at vaxrying 
r a t e s ranging from 0,7 per cent to 49,6 per cent but they 
show a s t ead i ly r i s i ng t rend between 1970-90, IXiring t h i s 
twenty years period sanctions to small scale sector has i n c r e -
ased a t an annual average growth r a t e of 21,8 per cent which 
i s h igher than the growth r a t e of 20.5 per cent recorded in 
the o v e r a l l sanctions of SFCs. Thus, ass i s tance sanctioned 
by SFCs to the small sec tor has increased a t a r e l a t i v e l y 
h ighe r r a t e than the increase in overa l l ass is tance, which 
i s a welcome trend, A break-up of t h i s twenty years per iod 
shows t h a t ass is tance sanctioned to small scale sector has 
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increased at a r a t e of 21,3 per cent pe r annum during 
1970-80, which increased to 22.3 per cent per annum during 
1S80-90. This r e f l e c t s a r i s ing trend in the ass is tance of 
small scale sec tor over the years . Because of an increasing 
a s s i s t ance to small scale sector, i t s r e l a t i v e share in the 
o v e r a l l a ss i s tance of SFCs has r isen sharply from 66,4 per 
cent during 1970-80 to 80.9 per cent during 1980-90. Thus, 
during e i g h t i e s , about four- f i f th of the t o t a l ass is tance of 
SFCs has been sanctioned to small sca le sector which i s remar-
kably high. This r e f l e c t s tha t SFCs have performed well over 
the years to a s s i s t the small scale sec to r . 
An important feature of SFCs* as s i s t ance to small scale 
sec tor i s t h a t more than one-tenth of i t s t o t a l sanctions 
has gone to the Small Road Transport Operators (SRTOs), Out 
of t o t a l ass i s tance of Rs 7664,39 crores sanctioned to small 
sca le sec tor , an amount of Rs 842,44 crores was sanctioned to 
62,713 SRTOs, represent ing 11 per cent of t o t a l sanctions of 
small sca le sector , while remaining Rs 6821,95 crores (89 per 
cent) was sanctioned to 2,96,790 small sca le i n d u s t r i a l u n i t s . 
The sh i f t in favour of ass is tance to small scale sector 
a f t e r 1970 has been the cumulative r e s u l t of hos t of fac tors 
and de l i be r a t e p o l i c i e s pursued by Government, RBI, IDBI and 
SFCs. SFCs have considerably l i b e r a l i s e d the terms of 1 aiding 
to t h i s sec tor such as requirements of margin, ra te of i n t e r e s t 
and period of loan, e t c . The policy of opening up of branches 
adopted by them has also helped to step up ass is tance to such 
e n t e r p r i s e s . S ta te Governments have a lso provided special 
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Incent ives and concessions to small scale Indust r ies inc lu -
ding subsidies which have also helped to encourage small 
sca le sec to r , 
( i i> Industrywise Dis t r ibut ion of Assistance? 
Assis tance sanctioned by SFCs cover wide range of indus-
t r i e s from ar t i san en te rpr i ses to u n i t s engaged in sophlstiT 
cated l i n e s of manufacture. Cumulatively upto March 1990, 
se rv ices have been the l a r g e s t ba i e f i c i a ry of the SFCs' a s s i s -
tance accounting for 13.8 per c a i t of the t o t a l ass is tance 
( including 8.4 per cent of the t o t a l a s s i s t ance sanctioned 
to SRTOs)/ followed by Chemicals and Chemical products (12.2 
pe r cent) , food products (10.8 per cen t ) , t e x t i l e s (9.5 per 
cen t ) , and metal products (7.6 per c e n t ) . These five indus-
t r i e s together have accoxinted for 53.9 pe r cent of the t o t a l 
sanc t ions . Thus, more than half of the ass is tance of SFCs 
i s concentrated to these five i n d u s t r i e s . Paper and machinery 
accounted for 3.6 per cent of the t o t a l ass i s tance , while the 
share of bas ic metals including Iron and Steel were 3.5 per 
cen t . E lec t r i ca l machinery 3.2per cent , rubber 2.6 per cent 
and cement 2.3 per cent . Other i ndus t r i e s ass is ted by SFCs 
included t ranspor t equipment, e l e c t r i c i t y geierat ion and f e r t i -
l i s e r s , e t c . but t he i r share were n e g l i g i b l e . Over the years , 
t he r e has been some changes in the industrywise d i s t r ibu t ion 
of a ss i s t ance sanctioned by SFCs. For ins tance , the share 
of agro-based i n d u s t r i e s l i k e t e x t i l e s and food manufacturing 
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cent during 1980-90. Similar ly , the shares of basic and 
core i n d u s t r i e s such as bas ic metals, including iron and 
s t e e l , machinery including e l e c t r i c a l machinery and t r a n s -
p o r t equipment together decreased from 18,9 per cent upto 
March 1980 to 11.9 per cent during 1980-90, On the o ther 
hand, the share of serv ices has increased from 9,8 per cent 
to 13,8 per cent, metal products firom 7,4 per c s i t to 8 per 
cent , rubber from 1,6 pe r cent to 2. 5 p e r cent and cement 
from 1.1 per cent to 1.6 per cent during the same per iod. 
A s i g n i f i c a n t feature of SFCs' ass i s tance over the years 
has been subs tant ia l increase in the share of 'o ther misce-
l l a n e o u s ' i ndus t r i e s from 21.7 per cent upto March 1980 to 
26.2 pe r cent during 1980-90/ indicat ing broadening in the 
a c t i v i t i e s of SFCs. Table No. 6.5 gives the de t a i l s of annual 
a s s i s t a n c e sanctioned to different i n d u s t r i e s by SFCs since 
1980-81 to 1989-90. 
( i i i > Purposewise Assistance? 
SFCs grant ass i s tance not only for es tabl ishing new 
p r o j e c t s but also to the exis t ing p r o j e c t s for the i r e^qsansion, 
d i v e r s i f i c a t i o n , and modernisation, e t c . purposes. However, 
new p ro j ec t s have received the major share in the t o t a l a s s i s -
tance sanctioned by SFCs. As on 31 March 1990, a l l SFCs have 
sanctioned an ass is tance of Rs 870 2.7 crores representing 84,4 
pe r cent of the t o t a l sanctions to the new pro jec t s . On the 
o the r hand, ass i s tance for e:q>ansion/diversification of ex is t ing 
p r o j e c t s aggregated to Rs 831 crores ,while assis tance for 
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Table 6.6t Slzewise Assistance Sanctioned by SFCs 
(RS Crores> 
S i z e of A s s i s t a n c e 
Curnulative Up to End 
March 1990 
No. of A s s i s t a n c e Pe rcen t age 
U n i t s s a n c t i o n e d No. A s s i s t a n c e 
(Rs Crores ) 
1. Upto Rs 50,000 17,4161 365.67 44 .3 3.6 
2. Rs 50,001 to 82,994 800.52 21 .1 7 , 9 
1,00,000 
3 . Rs 1,00,001 to 
5 ,00 ,000 92,473 2329.75 23.5 23 .1 
4 . Rs 5 ,00 ,001 to 
10,00,000 19,820 1446.7 3 5.1 14.4 
5 . Rs 10 ,00 ,001 to 
30,00,000 18,272 3429,39 4 .6 34 ,1 
6 . Rs 3 0 , 0 0 , 0 0 1 t o 
6 0 , 0 0 , 0 0 0 5 ,444 1702 .18 1.4 1 6 . 9 
TOTAL 3 , 9 3 , 1 6 4 10074 .24 100.0 100 ,0 
S o u r c e * R e p o r t on Development Banking i n I n d i a , 1989-90 , 
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modernisa t ion / rehabi l i ta t ion purposes stood a t Rs 175,2 
crores forming 8^3 per cent and 1.7 per cent of the to ta l 
sanct ions respec t ive ly . Besides these, another sum of 
Rs 365,3 crores o r 3.6 per cent of the t o t a l assis tance 
was a lso sanctioned to exis t ing p ro jec t s as supplementary 
a s s i s t a n c e . Thus, only 13,6 per cent of the t o t a l ass is tance 
of SPCs have gone to the exis t ing p r o j e c t s , while more than 
four - f i f th (83,4 per cent) of t he i r a s s i s t ance has gone to 
new p r o j e c t s . This r e f l e c t s that SFCs are taking greater 
i n t e r e s t in the establishment of new p ro j ec t s than a s s i s t i ng 
the ex is t ing p ro jec t s for t h e i r expansion, d ivers i f ica t ion 
or modernisation purposes, 
( i v ) Sizewise Assistance? 
SFCs have granted ass is tance to i n d u s t r i a l en terpr i ses 
in varying amounts of d i f ferent s i zes , Sizewise cumulative 
a s s i s t ance sanctioned by SFCs, upto March 31, 1990, are shown 
i n Table No, 6,6, The t ab le shows t h a t the maximum number 
(44,3 per cent) of t o t a l ass i s ted u n i t s were granted a s s i s -
tance in the size range of upto Rs 50,000, though amount was 
only 3,6 per cent of the t o t a l a s s i s t ance . On the o ther 
hand. Only 4,6 per cent of the t o t a l number of un i t s were 
sanctioned ass i s tance in the size range of Rs 10 lakhs to 
Rs 30 lakhs , but they received maximum share of 34,1 per cent 
i n the t o t a l sanctions of SFCs, The Table No. 6.6 c lear ly 
i n d i c a t e s t ha t more than half (51 per cent) of the SFCs* 
a s s i s t ance sanctioned upto March 31, 1990/were in the s ize 
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range of Rs 10 lakhs to Rs 60 lakhs, while they accounted 
for only 6 per cent of the to ta l number of un i t s a s s i s t ed 
by SFCs. On the o ther hand, 94 per cent of t o t a l a ss i s ted 
u n i t s , in the s ize range of l e s s than Rs 10 lakhs got 49 per 
cent share in the t o t a l ass is tance of SPCs. In recent years , 
a s s i s t a n c e sanctioned by SPCs have increased sharply in the 
s ize range of above Rs 10 lakhs. This i s p a r t l y due to i n f l a -
t ionary r i s e in p r i ces and p a r t l y due to the des i re of SFCs 
to grant ass i s tance in l a r g e sums to i n d u s t r i a l e n t e r p r i s e s . 
(v> Specia l Capital Scheme* 
SPCs have been operat ing s ince 1976, a scheme for 
grant of equity type of ass is tance to entrepreneurs who have 
r e q u i s i t e technical exper t i se to s t a r t i ndus t r i e s but do not 
have adequate means to provide the necessary equity fund for 
t h e i r ven tures . Under t h i s scheme, ca l l ed Special Capital 
Scheme, SFCs provide equity type support upto Rs 4 lakhs on 
soft terms to entrepreneurs for br idging the gap between the 
normal expected level of promoter 's contr ibut ion and the 
ac tua l amount the promoters could put i n . Such ass is tance 
i s provided out of the specia l cap i t a l contr ibuted in equal 
propor t ion by IDBI and concerned Sta te Government. All types 
of i n d u s t r i a l concerns are e l i g ib l e for ass i s tance , preferance 
being given to technicians and u n i t s coming up in l e s s deve-
loped a r eas . 
Upto March 31, 1990, SFCs have ra i sed special capi ta l 
of Rs 46,75 crores , Andhra Pradesh SFC ra ised the maximum 
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amount of special cap i t a l aggregating to Rs 11,7 crores, 
followed by Kamataka SFC Rs 10.6 c ro res . These two SFCs 
toge ther accounted for 47.6 per cent of the t o t a l special 
c a p i t a l ra i sed so for. This i s not a heal thy trend as i t 
r evea l s t ha t o ther SFCs are not paying adequate a t t en t ion 
towards t h i s scheme. Special capi ta l ass i s tance sanctioned 
by SFCs up to the end of March 1990 (excluding ass is tance 
by SFCs in Assam, Bihar, Haryana, Kerala# Punjab and Tamil 
Nadu during 1989-90 for which data are not available) aggre-
gated to Rs 57,64 crores , against which Rs 38.8 crores were 
ac tua l ly disbursed. I t shows that about two-third (67.3 per 
cent) of special capi ta l ass is tance sanctioned by SFCs were 
ac tua l l y disbursed. The progress under t h i s scheme has been 
very slow but i t has picked up during second half of e i g h t i e s . 
(vi) Assistance to Backward Areas? 
An important feature of the operat ional po l i c i e s of the 
SFCs, which i s of great economic s ignif icance, i s t h e i r atteitct 
to promote a more balanced regional d i s t r i b u t i o n of i n d u s t r i a -
l i s a t i o n . For t h i s purpose* SFCs s ince 1970* in accordance 
with na t iona l p r i o r i t i e s , have been providing an increas ing 
share of t h e i r ass i s tance to the p ro j ec t s located in areas 
I d e n t i f i e d by the Government as i n d u s t r i a l l y backward. To 
a c c e l e r a t e the i n d u s t r i a l development of backward areas , SFCs 
have worked out a p r e f e r en t i a l scheme of concessional ass is tance 
under which they have been adopting measures such as soft loans 
a t reduced margins, concessional r a t e of i n t e r e s t , reduction in 
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Table 6.7* A s s i s t a n c e Sanct ioned t o Backward Are^s by SFCs 
Y_3^ A s s i s t a n c e Sanct ioned Pe rcen tage of Tota l 
(Rs Crores> A s s i s t a n c e (%) 
1970-71 12.40 25.0 
1971-72 19.88 31.0 
197 2-73 24.40 31.0 
197 3-74 40.89 39.7 
1974-75 65,28 46.0 
1975-76 74t68 48.0 
1976-77 77.03 47.2 
1977-78 92.62 55.8 
1978-79 113.56 56.6 
1979-80 139.05 52.7 
1980-81 193.81 52.3 
1981-82 232.60 45 .6 
1982-83 278.71 38.0 
1983-84 322.15 50.0 
19 84-85 407.37 54.8 
1985-86 564.88 56.0 
1986-87 682.11 56.3 
1987-88 674.37 52.5 
19 88-89 754.97 54.2 
1989-90 7 57.37 49 .1 
^ ' T i ^ ^ ^ ^ r i o g n " 5066.50 50.3 
End March 1990 
Source: Report on Development Banking i n India* va r ious i s s u e s . 
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serv ice charges, processing and lega l fee, e t c , and longer 
grace period and so on. Itoreover, IDBI provides l i b e r a l 
ref inance to SPCs in respect of t h e i r loans to en terpr i ses 
in backward areas at concessional r a t e . Over the years , 
the re has been s izeable increase in the f inancial ass i s tance 
sanct ioned by SFCs to i n d u s t r i a l u n i t s located in backward 
a reas both in absolute as well as in r e l a t i v e terms. Cumu-
l a t i v e ass i s tance sanctioned by SFCs to the projec ts located 
in backward areas aggregated to Rs 5066,5 crores cons t i tu t ing 
50,3 per cent of t o t a l ass is tance sanctioned by SFCs upto 
March 1990. Actual ass i s tance disbursed amounted to Rs 4162,52 
c ro res forming 55.1 per cent of the total /kssis tance disbursed 
by SFCs upto March 1990, Thus, more than half of SFCs' a s s i s -
tance has gone to backward areas which i s a remarkable achieve-
ment. Table No, 6.7 gives yearwise a s s i s t ance sanctioned by 
SFCs to p ro jec t s located in iden t i f i ed backward areas since 
1970-71, 
The table shows tha t there has been continuous Increase 
in the absolute amount of ass is tance sanctioned to p ro jec t s 
loca ted in backward areas since 1970-71 to 1989-90# except in 
the year 1987-88,when i t has declined marginally by 1,1 per 
cent as compared to 1986-87, Assistance sanctioned to back-
ward areas by SFCs was Rs 12 ;4 crores during 1970-71 which 
inc reased to Rs 19 3,81 crores during 1980-81 (showing an increase 
of 15,6 times) and fur ther increased to a record level of 
Rs 757,37 crores during 1989-90 ( increase of about four times 
over 19 80-81 l e v e l ) . Though ass is tance sanctioned to backward 
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areas has increased at varying ra tes in different years 
during 1970-90/ but they show steadi ly increasing trend 
over the yea r s . During 1970-90, ass i s tance sanctioned to 
backward areas has increased at an average annual growth 
r a t e of 25,5 per cent while the t o t a l sanctions of SFCs 
have increased at a r a t e of 20.5 per cent per annum. Thus, 
over the l a s t twenty years , ass is tance to backward areas has 
increased a t a much higher ra te than the increase in overa l l 
a s s i s t ance of SFCs, This i s a welcome t rend. However, a s s i s -
tance sanctioned to backward areas has increased at a mudi 
h igher r a t e of 32.5 per cent per annum during seventies as 
compared to the growth r a t e of 19,2 per cent per annum during 
e i g h t i e s . Due to higher r a t e of growth in the ass is tance of 
backward areas , i t s r e l a t i v e share in t o t a l ass is tance of 
SFCs has also increased sharply from about 25 per cent during 
1970-71 to 49,1 per cent during 1989-90, During 1970-80, 
47,6 per cent of the t o t a l ass is tance sanctioned by SFCs has 
gone to the p ro jec t s located in backward areas, which increa-
sed fur ther to 52,2 pe r cent during 1980-90. Thus, not only 
in absolute terms but also in r e l a t i v e terms, there has been 
sharp inc rease in the ass i s tance sanctioned to backward areas 
by SFCs during 1970-90. In fact during t h i s period more than 
ha l f (51.6 per cent> of t o t a l ass is tance sanctioned by SFCs 
has gone to backward a reas . I t i s a remarkable achievement 
and t h i s t rend should continue to bring about the balanced 
regional development of the country. 
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Performanne of d i f ferent SFCs r e f l e c t that UPFC has 
con t r ibu ted l a rges t share of 12.9 per cent in the t o t a l 
a s s i s t a n c e sanctioned to backward areas followed by SFCs 
of Andhra Pradesh (11.4 per cent) , Kamataka (8.3 per cent) 
and Rajasthan (8 .1 per cent>. The share of Gujarat SFC was 
7,7 per cent while tha t of Tamil Nadu, Bihar, M.P, and Maha-
r a s h t r a SFCs were 7,2 per cent, 7 per cent, 6,6 per cent and 
6.1 per cent respec t ive ly , SFCs of these nine Sta tes together 
accounted for three-fourth (75,3 per cent) of the t o t a l a s s i s -
tance sanctioned to backward areas, remaining nine SFCs have 
con t r ibu ted only one-fourth of the t o t a l ass is tance sanctioned 
to backward a reas . Concentration of ass i s tance in nine SFCs 
i s b a s i c a l l y due to the fac t that these are SFCs from r e l a t i v e l y 
l a rge r S t a t e s , SFCs of smaller s t a t e s have contributed r e l a -
t i v e l y lower share, 
A notable feature i s tha t t o t a l ass i s tance sanctioned 
by SFCs of Assam, Hiraachal Pradesh and Jammu and Kashmir have 
gone exclusively to the backward areas , SFCs of M,F,, Rajas-
than, U,?-,, West Bengal, Andhra Pradesh and Bihar have sanc-
t ioned more than half of t he i r ass i s tance to backward areas , 
ranging from 50.6 per cent by Bihar SFC to 75,8 per cent by 
M.P, SFC. On the o ther hand, SFCs of Kerala, Kamataka, 
Punjab, Tamil Nadu, Orissa, Gujarat, Haryana and Maharashtra 
have sanctioned an ass i s tance ranging from 33.8 per cent to 
48.6 p e r cent of t o t a l ass is tance to the backward a reas . 
This c l e a r l y shows tha t a substant ia l proport ion of the 
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ass i s t ance of SFCs of r e l a t i ve ly backward S ta tes have 
gone to the iden t i f i ed backward areas which i s a welcome 
t rend and should be continued to achieve the balanced 
regional development of the country. 
CHAPTER VII 
FINANCIAL INSTITUTIONS AND INDUSTRIAL DEVELOPMENT 
In I n d i a , a t p r e s e n t , we have a f a i r l y we l l developed 
i n s t i t u t i o n a l framework t o c a t e r to t h e f i n a n c i a l r equ i remen t s 
of t he i n d u s t r i a l s e c t o r , s p e c i a l l y of medium and long- te rm 
f i n a n c e s . Beginning wi th t h e s e t t i n g - u p of IPCI i n 1948, the 
s t r u c t u r e of f i n a n c i a l i n s t i t u t i o n s i n I n d i a has been so g r e a -
t l y d i v e r s i f i e d and s t r eng thened t h a t a t p r e s e n t a b a t t e r y of 
such i n s t i t u t i o n s h a s come i n t o be ing , wi th the a b i l i t y t o 
supply f i n a n c e s to a v a r i e t y of e n t e r p r i s e s i n d i v e r s e forms. 
2 Th i s c h a p t e r examines the r o l e of a l l f i n a n c i a l i n s t i t u t i o n s 
i n f i n a n c i n g i n d u s t r i a l development of I n d i a . 
With a v a r i e g a t e d s t r u c t u r e , t h e f i n a n c i a l i n s t i t u t i o n s 
have p l a y e d a s i g n i f i c a n t p a r t i n t h e i n d u s t r i a l development 
of I n d i a v i a investment market and have emerged as t h e back-
bone of the f i n a n c i a l system. The i r r o l e f a l l s i n two broad 
group s i 
(1) Quantitative role, and 
(2) Qualitative role . 
1. For de ta i l s see Chapter I I I . 
2. I t i n c l u d e s , IDBI, IFCI, ICICI, LIC, UTI, GIC, IRBI, 
SFCs and SIDCs. 
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Quantitative Role* 
The term quantitative refers to the magnitude of funds 
provided by a l l financial ins t i tu t ions to industrial enter-
p r i s e s . The magnitude of industrial finance by al l financial 
i n s t i t u t i ons has indeed been considerable. In fact, they have 
outgrown the i r supplementary character of suppliers of funds 
as 'gap f i l l e r s ' and have assumed the character of normal f i -
nancing agencies. The remarkable growth of financial i n s t i t u -
t ions, as a source of finance for Indian industry i s shown by 
the trend in the volume of assistance sanctioned as well as 
contribution to financing industrial development. 
Overall Operations of Financial Ins t i tu t ions 
The operations of a l l financial ins t i tu t ions in the form 
of assistance sanctioned and disbursed was modest during the 
part icular ly up to 197 2' 
decades of f i f t i e s and s i x t i e y . But in the post 197 2 period, 
there has been phenomenal growth in the assistance sanctioned 
and disbursed by al l financial ins t i tu t ions . During seventies 
and e i ^ t i e s , financial Inst i tut ions operating at national 
and State levels have emerged as a significant source of tern*-
finance to the industr ia l sector. In the mid-sixties, the 
aggregate assistance of a l l financial In s t i t l t ons , though by 
I t s e l f sizeable, was not higher than the capital raised by the 
corporate sector directly from the capital market. But the 
p ic ture changed drast ical ly during seventies and eight ies . 
This can be clearly seen from the table 7.1 given below* 
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Table 7 . 1 : Assistance Disbursed by Financia l I n s t i t u t i o n s 




Funds r a i s ed by 
Corporate Sector 
Direc t ly from 
Capital Market 
Ass is tance Dis-




111 m HE ML 
1 9 6 5 - 6 6 
1975-76 
1979-80 












0 . 9 : 1 
3 . 7 : i 
9 . 8 : 1 
2 . 7 : i 
1 . 7 : 1 
Source: Report on Development Banking in India, Report on 
Currency and Finance — various i s s u e s . 
FIs : Financial I n s t i tu t ions . 
The above tab le shows tha t during 19 65-66 cap i ta l ra ised 
by corporate sector d i r e c t l y from the cap i t a l market was Rs 116 
c ro res , while t o t a l ass i s tance disbursed by a l l f inancial i n s -
t i t u t i o n s was Rs 110 c ro r e s . Thus, a s s i s t ance disbursed by 
f inanc ia l i n s t i t u t i o n s was less than the funds ra ised by cor-
p o r a t e sec tor d i r e c t l y from the cap i t a l market during 1965-66. 
But t h i s p i c t u r e was reversed dviring sevent ies and e i g h t i e s . 
For example, during 197 5-76 ass is tance disbursed by financial 
i n s t i t u t i o n s amounted to Rs 435 crores while funds r a i s ed by 
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corporate sector directly from the market was Rs 117 crores. 
This shows that during 1975-76 assistance granted by finan-
cial ins t i tu t ions were 3.7 times greater than the funds raised 
by corporate sector direct ly from the market. This trend was 
continued throughout seventies and e ight ies . For instance* 
during 1979-80 assistance granted by financial ins t i tu t ions 
aggregated to Rs 1352 crores as against Rs 138 crores raised by 
from 
corporate sector d i rect lw the capital market. However, during 
eighties capital market has emerged as a rapidly growing source 
of invest ible funds to the corporate sector leading to sharp 
r i s e in the amount of funds raised by them directly from the 
market. For instance, during 1984-85 corporate sector raised 
Rs 1314 crores directly from the capital market which increased 
to Rs 5716 crores during 1989-90. At the same time, assistance 
disbursed by al l financial ins t i tu t ions to the industr ial con-
cerns during 1984-85 and 1989-90 were Rs 350 2 crores and Rs 10002 
crores respectively. This clearly indicates that despite sub-
s t a n t i a l growth of capital market during eighties leading to 
sharp increase in the funds raised direct ly from the capital 
market, financial ins t i tu t ions s t i l l consti tute the most impor-
tan t source of funds to the industrial sector. In fact, finan-
c ia l ins t i tu t ions have emerged as the single most important 
source of finance to the industrial sector during seventies 
and eight ies . 
The aggregate financial assistance sanctioned by al l 
financial ins t i tu t ions increased almost eight fold during 
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Table 7 .2s Ass i s t ance Sanct ioned and Disbursed by All 
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Source : Report on Development Banking In India* 1989-90. 
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seven t i e s , from Rs 254 crores in 1970-71 to Rs 1906.35 crores 
i n 1979-80. Similarly, the disbursements of ass is tance by 
a l l f inanc ia l i n s t i t u t i o n s increased sharply from Rs 159,9 
c rores in 1970-71 to Rs 120 3,77 crores in 1979-80, showing 
an inc rease of about seven and half t imes. Decade of eigh-
t i e s have also shown phenomenal increase in the ass is tance 
granted by a l l f inancial I n s t i t u t i o n s . During 1980-81, a l l 
f inanc ia l i n s t i t u t i o n s sanctioned a sum of Rs 2524.32 crores , 
which increased to Rs 15,99 2,17 crores during 1989-90. This 
shows an increase of l i t t l e more than s i x times (6.3 t imes) . 
S imi la r ly , ass is tance disbursed by a l l f inancia l i n s t i t u t i o n s 
toge ther increased from Rs 1602,9 crores in 1980-81 to Rs 10,001.7 
c ro res in 1989-90, i nd i ca t ing an increase of more than six 
times (6.2 t imes) . Thus, during e igh t i e s ass is tance sanctioned 
and disbursed by a l l f inancia l i n s t i t u t i o n s have increased by 
about same r a t e . Table 7,2 gives the d e t a i l s of annual a s s i s -
tance sanctioned and disbursed by a l l f inancia l i n s t i t u t i o n s 
s ince 1970-71 to 1989-90. Table c l ea r ly shows tha t except in 
197 2-73 when ass is tance sanctioned by a l l f inancial i n s t i t u -
t i o n s declined from Rs 34 2,7 crores in 1971-72 to b 325.9 crores 
in 197 2-73,. i n a l l the years up to 1989-90 sanctions of finan-
c i a l i n s t i t u t i o n s has continuously increased . On the other 
hand, ass i s tance disbursed has shown continuous increase 
s ince 1970-71 to 1989-90. 
Though annual ass i s tance sanctioned by a l l f inancial 
i n s t i t u t i o n s has not increased at a uniform r a t e during 
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1970-90, but i f we divide t h i s twenty years period in to 
four sub-periods of f ive years each, we find that there 
has been a consistent increase in the average annual a s s i s -
tance sanctioned and disbursed by a l l f inancia l i n s t i t u t i o n s 
in each successive f ive years period. This i s shown in table 
7.3 belowj 
Table 7.3* Annual Average Assistance Sanctioned and Disbursed 
by All Financial I n s t i t u t i o n s (1970-90) 
(RS Crores) 
Per iod Assistance Assistance 
Sanctioned Disbursed 
1970-75 383.8 259,4 
1975-80 1218.9 774.1 
1980-85 3666.5 2491.8 
1985-90 10721.7 7281.1 
Source* Computed from Report on Development Banking in 
India , 1989-90 
The above table shows tha t there has been continuous 
inc rease in the annual average ass is tance sanctioned by a l l 
f i nanc i a l i n s t i t u t i o n s during each successive five years 
pe r iod . Table shows tha t annual average ass is tance sanctioned 
by a l l f inancia l i n s t i t u t i o n s was Rs 383.8 crores , which incre-
ased to an annual average of Rs 10,7 21.7 crores during 1935-90, 
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showing an increase of about 28 times, which i s a remar-
kable achievement. Similar ly, annual average ass is tance 
d isbursed by financial i n s t i t u t i o n s a lso has increased at 
a cons i s t en t r a t e . During 1970-75, annual assis tance d i s -
bursed by f inancial i n s t i t u t i o n s was Rs 259.4 crores , which 
inc reased to an average of 8s 7281,1 c ro res per annum during 
19 85-90, i nd i ca t ing an increase of 28 t imes. Thus, sanctions 
and disbursements both have increased a t a consis tent ly high 
r a t e during 1970-90. 
Ass is tance sanctioned by a l l f inanc ia l i n s t i t u t i o n s 
increased a t a very high r a t e of 25.1 pe r co i t per annum 
during 1970-90. A break-up of t h i s twenty years period shows 
t h a t in the f i r s t five years i . e . , 1970-75, ass is tance sanc-
t ioned by a l l f inancial i n s t i t u t i o n s increased at an average 
annual growth ra te of 22.4 per cent which increased sharply 
to 29 per cent per annum during 1975-80. However, during 
1980-85, annual average growth r a t e of sanctions declined to 
24,6 pe r cent and further f e l l marginally to 24 per cent per 
annum during 1985-90, Similarly, a s s i s t ance disbursed by a l l 
f i nanc ia l i n s t i t u t i o n s also increased a t about same r a t e as 
sanctions i . e . , 24.8 per cent per annum during 1970-90. How-
ever , a s s i s t ance disbursed by f inancial i n s t i t u t i o n s increased 
at an average annual growth r a t e of 28,2 per cent during 1970-
7 5, but the rea f te r declined and remained around 24 per cent 
during 1975-90, Thus, in terms of percentages also, we find a 
cons i s t en t growth trend in the a s s i s t ance sanctioned and d i s -
bursed by a l l f inancial i n s t i t u t i o n s during 1970-90, 
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Cumulative t o t a l ass i s tance sanctioned by f inancial 
i n s t i t u t i o n s upto March 31, 1990, aggregated to Rs 79,375,63 
c ro res against which actual disbursements amounted to 
Rs 56,351.59 crores , represent ing 71 per cent of t o t a l sanc-
t i o n s . 
The remarkable increase in the volume of ass is tance 
granted by f inancia l i n s t i t u t i o n s has led them to grow in to 
massive source of funds to the corporate sec tor . The grow-
ing s igni f icance of t h e i r ro le i s revealed by the r e l a t i v e 
p o s i t i o n of i n s t i t u t i o n a l disbursements 'of ass is tance and 
the c a p i t a l ra i sed by companies in the market. The respec-
t i v e r a t i o in 1975-76 was 3 . 7 a which increased to 9.8J1 
during 1979-80. However, during 1984-85 t h i s ra t io declined 
to 2 ,7 :1 which further decreased to 1.8:1 during 1989-90, 
This has been due to the fact that cap i ta l market in the 
e i g h t i e s has emerged as a rapidly growing source of i nves t ib l e 
funds to the corporate sec tor . But s t i l l fact remains tha t 
i n d u s t r i a l concerns depend more on f inanc ia l i n s t i t u t i o n s to 
f inance t he i r ventures than ra i s ing funds d i r ec t ly from the 
c a p i t a l market. This i s a lso evident from the fact tha t as 
aga ins t Rs 4700 crores r a i s ed by corporate sector from the 
c a p i t a l market during 1980-85, the ass i s t ance disbursed by 
f i n a n c i a l i n s t i t u t i o n s stood at Rs 12,458.8 crores . Thus, 
dur ing 1980-85, ass i s tance granted by f inancia l i n s t i t u t i o n s 
were 2.7 times grea ter than the funds d i r e c t l y raised by the 
corporate sector from the market. Similar ly , during 1985-90, 
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about Rs 26,000 crores, while assistance granted by financial 
in s t i tu t ions aggregated to Rs 36,405.4 crores, which was about 
1.4 times of the total funds raised from capital market. Du-
r ing eighties as a whole, the assistance disbursed by finan-
c ia l ins t i tu t ions were about 1,6 times greater than funds 
raised by industrial concerns directly from the capital market. 
Inst i tut ionwise Assistance Sanctioned^ 
Different financial ins t i tu t ions have sanctioned varying 
amounts of assistance to the industries in different years. 
Table 7,4 shows yearwise detai ls of assistance sanctioned by 
different financial ins t i tu t ions to the industrial sector 
since 1970-71 to 1989-90, 
IDBI, being the ^ e x body in the field of industrial 
finance, has been the largest source of funds to the indus-
t r i a l sector. By March 31, 1970, IDBI accounted 25.1 per 
cent share in the total assistance sanctioned by al l financial 
i n s t i t u t i ons , which increased to 38.3 per cent by March 1990, 
Thus, at present, IDBI stands at the top of a l l term-lending 
in s t i t u t i ons in the country meeting nearly two-fifth of the 
financial reqviirements of the industrial sector. ICICI i s 
the second largest supplier of finance to industries, despite 
the fact that i t s share in the total finances has declined 
from 23.3 per cent by March 1970 to 15.7 per cent by March 
19 90. IPCI was the third largest source of funds to indus-
t r i e s by March 1970 accounting 20,6 per cent share in to ta l 
term finances, but i t s r e l a t i v e share has declined to 11 
per cent by March 1990/ placing i t a t the fourth p lace . On 
the o ther hand, SFCs which were at fourth place in the i n s t i -
t u t i o n a l finance by March 1970 with a share of 13.1 per cent 
in t o t a l term finances, improved t h e i r pos i t ion to t h i r d 
p lace , desp i te the decrease in i t s share to 12.7 per cent by 
March 1990. At present IDBI, ICICI and SFCs, whose role in 
i n d u s t r i a l development has been analysed in e a r l i e r chapters , 
together are meeting two-third (66,7 pe r cent) of the term-
requirements of the i n d u s t r i a l sec tor . The share of LIC in 
t o t a l f inances to i n d u s t r i e s decreased from 10.6 per cent by 
March 1970 to 4,6 per cent by March 1990, while the shares 
of UTI and SIDCs which were 3.7 percent and 3.6 per cent 
r e spec t ive ly by March 1970 increased to 8,4 per cent and 
6.3 pe r cent by March 1990. As a r e s u l t UTI became f i f th 
l a r g e s t source of funds to indus t r i e s by March 1990, followed 
by SIDCs and LIC, The share of GIC and IRCI/IRBI were 1,7 
pe r cent and 1.3 per cent by March 1990 respect ive ly . 
Composition of Financial Assistance 
Assis tance granted by f inancial I n s t i t u t i o n s b a s i c a l l y 
cons i s t of following three forms* 
(1) Loans, 




A major p a r t of the ass is tance sanctioned by f inancial 
i n s t i t u t i o n s were In the forrr. of term-loans, Upto March 1990, 
a l l f inancial I n s t i t u t i o n s together sanctioned an ass i s tance 
of Rs 687 56 crores In the forro of loans which cons t i tu ted 
86,6 per cent of the t o t a l ass is tance sanctioned by a l l finan-
c i a l i n s t i t u t i o n s . Loans sanctioned by f inancia l i n s t i t u t i o n s 
c o n s i s t s of rupee loans as well as foreign currency loans . As 
on March 31, 1990, t o t a l rupee loans sanctioned by f inancia l 
i n s t i t u t i o n s were Rs 61,173,87 crores cons t i tu t ing 77,1 per 
cent of t o t a l sanctions, while foreign currency loans sanctioned 
were Rs 7,582,13 crores forming 9,5 per cent of t o t a l sanct ions , 
A break-up of t o t a l loans shows tha t 89 per cent of the t o t a l 
loans were in the form of rvpee loans while foreign currency 
loans were 11 per c« i t of t o t a l loans sanctioned by a l l finan-
c i a l I n s t i t u t i o n s . Thus, r t^ee loans c o n s t i t u t e the major 
form of ass i s tance by f inancia l i n s t i t u t i o n s . Actual dlskairse-
ments of loans upto March 1990, amounted to Rs 49,618,50 c rores , 
cons i s t ing of Rs 44,745.56 crores in the form of rupee loans and 
remaining Rs 4,87 2.94 crores in the form of foreign currency loans. 
Yearwise data s ince 1970-71 shows tha t loans sanctioned 
by f inanc ia l i n s t i t u t i o n s have Increased continuously except 
in the year 1972-73, But annual growth In t o t a l loans sanc-
t ioned has not been uniform during 1970-90, I t has var ied 
from a negat ive §rowth r a t e of -1 .9 per cent (during 197 2-7 3) 
upto a maximum of 58,2 per cent (In 1976-77). However, I f 
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we divide e n t i r e twenty years period in to four sub-periods 
of f ive years each, we find a steady increas ing trend in the 
annual average of loans sanctioned by f inancia l i n s t i t u t i o n s . 
This i s shown in table 7,5 belows 
Table 7,5* Loans Sanctioned by Financial I n s t i t u t i o n s 1970-90 
(RS Crores) 

























Source* Computed from Report on Development Banking in India* 
var ious i s s u e s . 
The above t ab le c l ea r ly shows t h a t there has been consis-
t e n t increase in the annual average of loans sanctioned by 
f inanc ia l i n s t i t u t i o n s in each successive f ive years period. 
Table shows that annual average of loans sanctioned by finan-
c i a l i n s t i t u t i o n s increased from Rs 336.95 crores during 1970-
7 5 to Rs 1107.92 crores during 1975-80, and again increased to 
an average of Rs 3190.32 crores per annum during 1980-85 and 
reached to a record average level of Rs 9355.24 crores during 
19 85-90. This shows tha t annual average of loans sanctioned 
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by financial ins t i tu t ions has increased by about 28 times 
during 1970-90. Similar trend i s recorded in annual average 
of rupee loans and foreign currency loans sanctioned by finan-
cial ins t i tu t ions during 1970-90. In terms of percentages, the 
loans sanctioned by financial ins t i tu t ions have increased at 
an average annual gixiwth rate of 25 per cent during 1970-90, 
A comparative study of rupee and foreign currency loans shows 
that during 1970-90/ foreign currency loans sanctioned by finan-
c i a l ins t i tu t ions increased at a relat ively higher ra te of 32,6 
per cent per annum, while rupee loans increased at a r a t e of 
24.6 per cent per annum during the same period. This shows that 
financial ins t i tu t ions in India are increasingly meeting the 
foreign exchange requirements of the Indian industr ies . 
Underwri t ings: 
Financial ins t i tu t ions has been playing very important 
role in the development of capital market in India. The capital 
market ac t iv i ty of the financial ins t i tu t ions i s primarily in 
the form of underwriting of capital issues. Total assistance 
sanctioned by a l l financial ins t i tu t ions in the form of under-
writing amounted to Rs 9490.08 crores upto March 1990# constitu-
t ing 12 per cent of total assistance sanctioned by all financial 
i n s t i t u t i o n s . As against this* actual disbursements aggregated 
to Rs 6186.85 crores representing 11 per cent of total disburse-
ments. Thus, underwriting assistance by financial ins t i tu t ions 
has been of limited magnitude. 
Annual underwriting assistance sanctioned by financial 
i n s t i t u t ions indicate that there has been large fluctuations 
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in i t from year to year . During 1970-90, in five years 
the re has been negative grov/th r a t e in the underwriting 
a s s i s t ance sanctioned by financial i n s t i t u t i o n s . Fluctua-
t i ons can be rea l i sed from the fact t h a t during i970-90# 
annual growth r a t e in the underwriting ass is tance has var ied 
from a negative growth r a t e of -35.6 per cent to 85.5 per 
cen t . However, taking the period as a whole, the underwri-
t i n g ass i s t ance of f inanc ia l i n s t i t u t i o n s increased at an 
average annual growth r a t e of 26,7 per cent which i s higher 
than the growth r a t e of 25 per cent recorded in case of term-
l o a n s . I t r e f l e c t s tha t f inancial i n s t i t u t i o n s have paid 
r e l a t i v e l y greater importance to underwrit ing ass is tance than 
the term loans in the l a s t two decades. An encouraging trend 
in underwri t ing ass i s tance i s noticec«rfhen we look at annual 
average growth r a t e s for four sub-periods of five years each. 
During 1970-75, underwriting ass is tance sanctioned by a l l 
f inanc ia l i n s t i t u t i o n s increased at an average growth r a t e of 
14,5 pe r cent per annum, which rose sharply to 28.2 per cent 
pe r annum during 1975-80 and further increased to a high 
growth r a t e of 39.8 per cent per annum during 1960-85. But, 
t he r ea f t e r , during 1985-90 average growth r a t e of underwrit ing 
a s s i s t a n c e decreased sharply to 24.2 per cent . This shows 
t h a t during seventies and f i r s t half of e igh t i e s , underwrit ing 
a s s i s t ance by f inancia l i n s t i t u t i o n s have increased at an 
inc reas ing ly higher r a t e . Though in the l a t t e r half of eigh-
t i e s , growth ra te has slowed down considerably, but even then 
i t has increased at about same r a t e by which term loans of 
f inanc ia l i n s t i t u t i o n s have increased. This i s a heal thy 
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t rend. In absolute terms/ we find that average annual 
underwriting assistance sanctioned by financial ins t i tu -
tions was Rs 46.87 crores during 1970-75, which increased 
to an annual average of Rs 1352.13 crores during 1985-90 
showing an increase of about 29 times. This i s a healthy 
development reflecting increasing underwriting assistance 
granted by financial ins t i tu t ions . 
Financial ins t i tu t ions hare granted underwriting ass is-
tance for equity and preference shares as well as for deben-
tures . Upto March 1990/ financial ins t i tu t ions haxe sanctioned 
an assistance of Rs 4 20 6.68 crores for equity and preference 
shares and Rs 5283.4 crores for debentures indicating 44.3 per 
cent and 55.7 per cent of total underwriting sanctions respec-
t ive ly . This reflects that financial Ins t i tu t ions prefer to 
underwrite safe investments rather than to undertake r i sks . 
Despite very low significance of underwriting and direct 
subscriptions in relation to total assistance to industry, 
f inancial ins t i tu t ions constitute the single most irrportant 
underwriting grot?) in the new issue market in India and can 
appropriately be designated as the backbone of the underwri-
t ing system in India. ICICI has played a special role in 
th i s f ie ld . A notable feature of underwriting operations of 
financial ins t i tu t ions i s that i t i s consistai t with their 
theoret ical conception of a developmental agency. They have 
not been adversely affected by the depressed conditions in 
the market but they have made special efforts to support new 
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i s sues a t times when other underwriters tend to withdraw 
4 from the market. They have also supported issues of r i s k 
c a p i t a l and new enterpreneurs. Financial i n s t i t u t i o n s have 
undertaken higher underwriting in small i s sues of capi ta l 
and neglected i ssues associated with leading business groups. 
The ro l e of f inancial i n s t i t u t i o n s in underwriting should be 
judged not simply by the amount underwrit ten by them. Their 
p a r t i c i p a t i o n l e n d s p r e s t i g e to the i ssues and conveys to 
the inves tors an impl i c i t guarantee regarding the soundness 
of an i s s u e . However* ro l e of f inancial i n s t i t u t i o n s in 
underwrit ing needs to be fur ther ejQJanded so that a good 
p a r t of t h e i r ass is tance i s granted by way of underwriting 
to the i n d u s t r i a l ventures . This wi l l help in the long-run 
and susta ined i n d u s t r i a l development of the country. 
Guarantees* 
Financial i n s t i t u t i o n s also finance indus t r i e s through 
guarantees but i t s role i s l imited. Upto March 1990/ a l l 
have 
f inanc ia l i n s t i t u t i o n s / sanctioned an ass is tance of Rs 1129.55 
c r o r e s c o n s t i t u t i n g only 1,4 per cent of t o t a l sanctions by 
way of guarantees, against which disbursements amounted to 
Rs 546,24 crores or only 1 per cent of t o t a l ass is tance disbur-
sed by a l l f inancia l i n s t i t u t i o n s . Thus, ass is tance by way 
of guarantees by f inanc ia l i n s t i t u t i o n s i s negl ig ib le . They 
act mainly as the term-lending i n s t i t u t i o n s and underwri ters . 
In recent years , guarantees sanctioned by f inancial i n s t i t u -
t i o n s have declined both in absolute and r e l a t i v e terms. For 
4 , . Khan, M.Y, O p . c i t , , p , 229, 
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example, dviring 1980-81 a l l f inancial i n s t i t u t i o n s sanc-
t ioned guarantees worth of Rs 148,55 crores which decreased 
to Rs 84 crores during 1989-90. In fact in the l a t t e r half 
of the e igh t i e s there was negative frowth r a t e in the sanc-
t i o n s of guarantees. This i s not a des i rab le development. 
F inanc ia l i n s t i t u t i o n s can do a great service in i ndus t r i a l 
development by guaranteeing loans of i n d u s t r i a l concerns. 
They should expand t h e i r a c t i v i t i e s in t h i s regard and take 
ac t ive pa r t in guaranteeing loans of i n d u s t r i a l concerns in 
f u t u r e . 
Sa l i en t Features of Operations of Financial I n s t i t u t i o n s 
1. Sectorwise Assistance? 
A notable feature of operations of f inancial i n s t i t u -
t i o n s i s t h a t they provide assis tance to a l l sectors of the 
i n d u s t r i e s . Present ly, f inancial i n s t i t u t i o n s provide assis-
tance to p ro jec t s in the following sec to r s : 
i> P r iva t e sector ; 
i i ) Public sector; 
i i i > J o i n t sector; and 
iv> Cooperative sec tor . 
Table No, 7,6 gives the yearwise ass i s tance sanctioned 
by f inanc ia l i n s t i t u t i o n s to different sec tors since 1980-81 
t o 19 89-90. 
20 6 
(1> Assistance to the Private Sector; 
Private sector has been the largest recepient of ass i s -
tance from the financial ins t i tu t ions , Upto March 1990/ a l l 
financial ins t i tu t ions sanctioned an assistance of Rs 56,7 21,40 
crores to the private sector constituting 74,1 per cent of the 
to ta l assistance sanctioned by financial ins t i tu t ions , Actual 
disbursements amounted to Rs 40739.73 crores representing 74,6 
per cent of total assistance disbursed by al l financial i n s t i -
tut ions upto March 1990. Thus, three-fourth of the to ta l 
assistance of financial ins t i tu t ions has gone to the private 
sector. I t i s a good trend as the financing problem i s acute 
in the private sector. Greater assistance by financial i n s t i -
tu t ions to the private sector will help to accelerate the pace 
of industr ial development in the country. In relat ive terms, 
the share of private sector in total sanctions upto March 1980 
were 76,3 per cent v/hich decreased to 74,1 per cent by March 
1990. 
Annual data since 1980-81 shows that throughout the 
eighties, there has been continuous increase in the ass is -
tance sanctioned to the private sector by financial i n s t i t u -
t ions . During 1980-90, assistance sanctioned to the private 
sector has increased at an annual average growth rate of 22,8 
per cent. Data reveals that during f i r s t half of eighties 
(1980-85) assistance sanctioned to private sector has increased 
a t a relat ively higher ra te of 23.4 per cent per annum, as 
against the average growth rate of 22.4 per cent per annum 
















































































































































































































































































































































































































































growth r a t e in sanctions to the p r iva te sector during 
19 85-90 has been due to grea ter ass is tance sanctioned to 
pub l i c sector . In fact throughout the e igh t i e s , ass i s tance 
sanctioned to publ ic sector has increased at a higher r a t e 
a t t he cost of ass i s tance to other sec tors of the economy. 
Financia l I n s t i t u t i o n s as Gap F i l l e r s in the Pr ivate Sector: 
Financia l i n s t i t u t i o n s have played an increasingly impor-
t a n t r o l e in f i l l i n g up investment - savings gap in tlje p r iva te 
s ec to r . Table 7,7 gives the time s e r i e s data on gross domestic 
c ap i t a l formation and gross domestic savings in the p r i v a t e 
sec tor as well as ass i s tance disbursed by f inancial i n s t i t u -
t ions to the p r iva te sector which i s shown in column number 
2/ 3 and 5 respect ively , since 1980-81 to 1989-90. Difference 
between gross domestic c a p i t a l formation and gross domestic 
savings gives investment - savings gap in the p r iva te sector 
which i s shown in column number 4, I t shows tha t investment-
savings gap in the p r iva t e sector increased from Rs 1440 2 crores 
i n 1980-81 to Rs 60805 crores during 1989-90. Table c l ea r ly 
shows tha t ass is tance granted by f inancial i n s t i t u t i o n s to the 
p r i v a t e sec tor has continuously increased during 1980-90. I t 
i s evident from the t ab le t ha t f inancial i n s t i t u t i o n s haVs 
played an increas ingly important r o l e in f i l l i n g up investment -
savings gap ranging from 8,1 per cent to 14 per cent. Ass is -
tance granted by f inancial i n s t i t u t i o n s to the p r iva te sector 
formed 9 ,1 per cent of the investment - savings gap in the 
during 1980-81 
p r i v a t e sectoi/which decreased to 8,1 per cent during 1981-82 
2 1 1 
but thereafter increased to 10.3 per cent In 1982-83, io,7perceni 
in 1983-84 and 13.1 per cent during 1984-85, However, during 
19 85-86 the proportion of investment - savings gap f i l l ed up 
by financial ins t i tu t ions decreased to 11.4 per cent which 
increased to 13,9 per cent during 1986-87 and 14 per cent 
during 1987-88, but again declined to 12.9 per cent during 
1988*89 aid further to 11.6 per cent during 1989-90. Thus, 
the proportion of investment - savings gap f i l led up by finan-
c ia l i n s t i t u t ions , though increased, but has fluctuated from 
year to year. However, during five years period of 1980-85 
and 1985-90, the proportion of investment - savings gap in 
the pr ivate sector f i l led up by financial ins t i tu t ions has 
increased from 10.3 per cent to 12.6 per cent. This clearly 
re f l ec t s that financial ins t i tu t ions are increasingly meeting 
the financial requirements of the pr ivate sector and help them 
increasingly to f i l l-up the investment - savings gap. 
( i i ) Assistance to the Public Sector: 
Public sector projects have been the second largest 
beneficiary of assistance from the financial inst i tut ions, 
next to the private sector. All financial ins t i tu t ions toge-
ther have sanctioned an assistance of Rs 11828.90 crores by 
March 1990, constituting 15,5 per cent of the total sanctions, 
while actual disbursements amounted to Rs 8478,32 crores for-
ming 15,5 per coit of to ta l disbursements. 
During eighties, assistance sanctioned to the public 













































































































































































































o a\ O C-ACO 
^0 tr\j. 
K^ CO 
r - —^ 
o-\ 0^ 
in (.:> CM 
en T -
o \.o CM 
O-
r -





























































































































per annum/ which Is higher than the growth ra te of 24.3 
per cent per annum recorded in overall assistance sanctioned 
by financial ins t i tu t ions . This reveals that during eighties 
financial ins t i tu t ions have paid greater attention to the 
financing of projects in the public sector than in other sec-
to r s . As a result , re la t ive share of public sector has gone 
up sharply from 9.6 per cent upto March 1980 to 15.5 per cent 
by March 1990 in the to ta l sanctions of financial ins t i tu t ions , 
Annual figures since 1980-81 show that assistance sanc-
tioned to public sector has not increased at a consistent 
rate/ rather there has been wide fluctuation from year to 
year. In fact during 1982-83 and 1989-90 sanctions to public 
sector has declined as compared to previous years as can be 
seen from the Table 7«6. 
Financial Ins t i tu t ions as Gap F i l l e r s in the Public Sectors 
Table No. 7.8 shows the role of financial ins t i tu t ions 
in f i l l i ng up investment - savings gap in the public sector 
during 1980-90. Table clearly shows that investment - savings 
gap in the public sector has continuously increased during 
e ight ies . I t shows that investment - savings gap increased 
from Rs 7113 crores during 1980-81 to Rs 41012 crores during 
1989-90. Similarly/ assistance disbursed by financial i n s t i -
tu t ions to the public sector also increased from Rs 147.4 
crores during 1980-81 to Rs 1410.7 crores during 1989-90. 
Table shows that proportion of investment - savings gap in 
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the public sector f i l led up by financial ins t i tu t ions has 
fluctuated between 2 per cent to 5.6 per cent. During 1980-
81 assistance disbursed by financial ins t i tu t ions to the 
public sector formed 2.1 per cent of the investment - savings 
gap which declined marginally to 2 per cent during 1981-82 
but thereafter picked-up and increased to 2.3 per cent during 
198 2-83 and 4.1 per cent during 1983-84. However/ due to 
the decline in the absolute amount of assistance granted by 
financial institutalons to the public sector during 1984-85, 
the proportion of investment - savings gap f i l led up by them 
declined to 2,7 per cent which increased to 4.2 per cent during 
1985-86 but again declined to 3.7 per cent during 1986-87, In 
the year 19 87-88 assistance granted by financial ins t i tu t ions 
constituted 3,9 per cent of the investment - sayings gap 
which increased to 5,6 per cent during 1988-89 and then decre-
ased to 3,4 per cent during 1989-90. Thus, during eight ies , 
proportion of investment - savings gap f i l l ed up by financial 
i n s t i t u t i ons has fluctuated from year to year. However, when 
we take into account five years period of 1980-85 and 1985-90, 
we find an increasing proportion of investment - savings gap 
f i l l ed up by financial ins t i tu t ions in the public sector. 
For example, during 1980-85 assistance disbursed by financial 
i n s t i t u t i ons to the public sector constituted 2.8 per cent of 
investment - savings gap which rose to 4,1 per cent dxiring 
19 85-90, This reflects that though proportion of Investment -
savings gap in the public sector f i l l ed up by financial i n s t i -
tu t ions i s very low but i t has Increased during e i^^t ies . 
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Very low proportion of Investment - savings gap f i l led up 
by financial ins t i tu t ions in the public sector has been due 
to the fact tViat financial ins t i tu t ions have basically con-
centrated their financing operations to the private sector 
pro jec ts . However/ during eighties assistance granted by 
financial ins t i tu t ions to the public sector has increased at 
a re la t ive ly higher r a t e than other sector leading to increase 
in the proportion of investment »savings gap f i l led by them. 
( i i i> Assistance to the Joint Sectors 
Joint sector projects have also been getting assistance 
from financial Ins t i tu t ions , but i t s share has been very low. 
Total assistance sanctioned to the joint sector projects by 
March 1990, aggregated to Rs 5911,34 crores, forming 7,7 per 
cent of to ta l sanctions by a l l financial ins t i tu t ions . Actual 
disbursements amounted to Rs 3773,26 crores, constituting 6.9 
per cent of total disbursements. Annual data since 1980-81 
show large fluctuations in the assistance sanctioned to the 
j o i n t sector. In fact during 1984-85, 1987-88 and 1989-90 
there has been decline in the assistance sanctioned to the 
j o i n t sector. Despite these large variations,assistance 
sanctioned to joint sector has increased at an annual average 
growth rate of 39.8 per cent during eighties which i s a remar-
kable achievement, 
(iv> Assistance to the [Goeperative Sector 
Financial ins t i tu t ions have also granted assistance to 
the cooperative sector, Upto March 1990, a l l financial 
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i n s t i t u t i o n s sanctioned an assis tance of Rs 2084^87 crores , 
r ep resen t ing only 2,7 per cent of t o t a l sanct ions. Actual 
disbursements amounted to Rs 1637,24 crores forming 3 pe r 
cent of t o t a l disbursements by March 1990, Like publ ic and 
j o i n t sector/ yearwise ass i s tance sanctioned to the coopera-
t i v e sector has also var ied from year to year. However, 
during e igh t i e s / ass i s tance sanctioned to the cooperative 
sec tor has increased at an annual average growth r a t e of 
35,7 per cent , A break-up shows that during 1980-85 sanc-
a 
t i o n s to the cooperative sec tor has increased ay very high 
r a t e of 42.9 per cent per annum, but declined sharply to 30 
per cent pe r annum during 1985-90, Thus, in recent years , 
a s s i s t ance sanctioned to cooperative sector has slowed down 
considerably . This i s not a healthy development. In India , 
where l a rge inequal i ty of income and wealth i s ex i s t ing , 
i n d u s t r i a l development through cooperatives can play a very 
important r o l e in r ed i s t r i bu t ion of income in favour of poor 
people . Taking t h i s social aspect i n to account, f inancia l 
i n s t i t u t i o n s should increase the i r a ss i s tance to the p ro j ec t s 
in the cooperative sector , 
2, Industrvwise Assistance: 
Assis tance granted by f inancial i n s t i t u t i o n s have 
spread over a wide spectrum of Indus t r i e s ranging from bas ic 
goods 
and cap i t a l / Indus t r i e s l i ke chemicals, bas ic metals, machinery, 
e t c . to consumer goods indus t r i e s l i ke food products and t ex -
t i l e s and services, e t c . As up to March 1990, chemicals and 
21' 
Table 7,9$ Use-Based Groupwise Assistance'Upto March 31/ 
1990 
(RS Crores) 
Indu s t r i al.Group Assistance Sanctioned 
Assistance 
Disbursed 
1. Basic and Capital 
Goods 












Total 76546.6 (100.0) 
54628.5 
(100.0> 
Sources Report on Development Banking in India . 
NoteJ Figures in brackets ind ica te percentage of t o t a l 
* : Includes miscellaneous i n d u s t r i e s financed by 
f inancia l i n s t i t u t i o n s . 
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chemical products have got the maximum share of 12.9 per 
cent in t o t a l sanctions, followed by t e x t i l e s (12 per cen t ) , 
serv ices (10.5 per cen t ) , e l e c t r i c i t y generation (7,8 per 
c e n t ) , machinery (5,2 per cent ) , i ron and s t ee l (6 per cen t ) , 
food products (5,3 per cent) and cement (5 ,1 per cen t ) . Other 
i n d u s t r i e s which were sanctioned ass i s tance by financial i n s -
t i t u t i o n s were f e r t i l i s e r s (4,8 per cen t ) , e l ec t r i ca l machi-
nery and eqtiipment (4,5 per cent ) , t r anspor t equipment (3,2 
p e r cen t ) , paper (2,8 per cen t ) , metal products (2,6 per cen t ) , 
rubber 1,9 per cent ) and non-ferrous metals (0,8 per c e n t ) . 
Remaining 13 per cent was shared by di f ferent miscellaneous 
i n d u s t r i e s , 
Use-basec c l a s s i f i c a t i on of i n d u s t r i e s ass i s ted by 
f inanc ia l i n s t i t u t i o n s reveals that more than half of t h e i r 
a s s i s t ance has gone to bas ic and cap i ta l goods indus t r ies and 
about one - th i rd has gone to consumer goods indus t r ies and 
se rv i ces . Table No, 7,9 gives the use-based groupwise a s s i s -
tance sanctioned and disbursed by f inancia l i n s t i t u t i o n s up to 
March 31, 1990. 
The tab le c l ea r ly sliows that 53,9 per cent of t o t a l 
a s s i s t ance sanctioned and 51,8 per cent of to ta l ass is tance 
disbursed by f inancial i n s t i t u t i o n s havegone to basic and 
c a p i t a l goods i n d u s t r i e s . This i s a welcome and desi rable 
t rend, as these i ndus t r i e s are v i t a l for future indus t r i a l 
and economic development of the country. Consumer goods and 
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34,9 pe r cent of t o t a l disbursement of ass i s tance . I t 
r e f l e c t s t h a t f inancia l i n s t i t u t i o n s have paid greater 
a t t en t ion on development of basic and c a p i t a l goods indus-
t r i e s as compared to consumer goods i n d u s t r i e s so tha t a 
s t rong i ndus t r i a l base i s created in the country for rapid 
i n d u s t r i a l development in future. 
The annual d e t a i l s of industrywise ass is tance sanctioned 
by f inancia l i n s t i t u t i o n s since 1980-81 to 1989-90 i s given 
in Table No. 7.10. This table shows tha t ass is tance sanc t io-
ned to a l l i ndus t r i e s has increased during e ight ies though 
r a t e of increase of ass i s tance has been d i f fe ren t for d i f f e -
ren t i ndus t r i e s and in d i f fe ren t years , 
A comparative study of industrywise ass is tance sanctioned 
by f inancia l i n s t i t u t i o n s reveals s ign i f ican t changes in the 
shares of d i f ferent i ndus t r i e s during e i g h t i e s . For example, 
upto March 31, 1980, t e x t i l e s industry was the l a rges t rece-
p i en t of ass i s tance from financial i n s t i t u t i o n s with a share 
of 14.8 per cent which declined to 11 pe r cent during 1980-90. 
On the other hand, share of chemicals and chemical products 
increased from 11.7 per cent upto March 1980 to 13.1 per cent 
during 1980-90. Other indus t r i e s whose shares have declined 
during e i g h t i e s were food products from 7.9 per cent by March 
1980 to 5.2 per cent during 1980-90, paper ffom 4.9 per cent 
to 2.6 per cent, rubber from 2.1 per cent to 1.7 per cent, 
f e r t i l i s e r s from 5.2 per cent to 4.6 per cent , machinery from 
9.6 per cent to 6.2 per cent and non-ferrous metals from 
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1 per cent to 0.8 per cent during the same period. Though, 
in r e l a t i v e terms, the shares of these indus t r i e s have dec-
reased during 1980-90 but in absolute terms ass is tance sanc-
t ioned to a l l these i ndus t r i e s have Increased as i s shown in 
Table No. 7,10. Similar ly , some other Indus t r i e s have recor-
ded an increase in t h e i r shares in t o t a l assis tance sanctioned 
by a l l f inancia l i n s t i t u t i o n s during e i g h t i e s . Indus t r ies 
whose r e l a t i v e shares have increased are e l e c t r i c i t y genera-
t i o n from 4.3 per cent by March 1980 to 8 per cent during 
1980-90, services from 8 per cent to 11 per cent, canent 4.3 
p e r cent to 5.2 per cent, iron and s t ee l from 5.4 per cent 
to 6 per cent , e l e c t r i c a l machinery and equipment from 3.9 
per cent to 4,6 per cent, chemicals and chemical products 
from 11.7 per cent to 13.1 per cent over the same period. 
Annual de t a i l s of industrywise ass i s tance sanctioned by 
f inanc ia l i n s t i t u t i o n s do not show a cons is tent t rend. In fact 
t he re has been large f luctuat ions in the ass is tance sanctioned 
to d i f fe ren t i ndus t r i e s from one year to another during 1980-
90. Industrywise whose ass is tance has widely f luctuated dur-
ing 1980-90 were f e r t i l i s e r s , cement, non-ferrous metals, 
paper and rubber. This i s not a des i rab le trend, as i t adver-
se ly a f fec ts i ndus t r i a l development in general and concerned 
indus t ry in p a r t i c u l a r . This tendency must be checked. 
A comparison of the average growth r a t e of ass is tance 
disbursed by f inancial i n s t i t u t i o n s to nine major i ndus t r i e s 
with t h e i r respect ive growth r a t e s of output during 19 80-65 
and 1985-90 reveals that in four i n d u s t r i e s namely, food 
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products , bas ic metal indus t r i e s , e l e c t r i c a l machinery 
and equipment and t ranspor t equipment, output has grown 
in the same way as the ass is tance disbursed by f inancial 
i n s t i t u t i o n s , t ha t i s , i f r a t e of growth of assis tance d i s -
bursed has increased during 1985-90 as compared to 1980-8^ 
then t h e i r growth r a t e of output has also increased and i f 
t he growth r a t e of ass i s tance disbursed has declined, then 
the r a t e of growth of output has also declined. ?or example, 
a s s i s t ance disbursed by f inancial i n s t i t u t i o n s tc food p ro -
ducts has increased a t an average growth r a t e of 29 per cent 
during 1980-85 which decreased to an average growth r a t e of 
21 per cent during 1985-90. Similar ly , the output of food 
products increased at the r a t e of 5.5 per cent per annum 
during 1980-85 which declined to an average growth r a t e of 
4.7 per cent during 1985-90. Assistance disbursed to bas ic 
metal i n d u s t r i e s by f inancial i n s t i t u t i o n s increased a t an 
average growth r a t e of 25.4 per cent during 1980-85 which 
increased to an average growth r a t e of 4 2,3 per c a i t during 
19 85-90. In the same way, the output of basic metal indus -
t r i e s which increased a t a ra te of 4.4 per cent per annum 
during 1 9 8 0 T 8 5 increased to a r a t e of 6.1 per c«i t during 
1985-90. As against t h i s , in case of f ive indus t r ies , v i z . 
t e x t i l e s , chemicals and chemical products , metal products , 
machinery and e l e c t r i c i t y generation, the output has grown 
at a r a t e j u s t opposi te to the trend growth r a t e of ass i s tance 
disbursed to them by f inancia l I n s t i t u t i o n s during 1980-85 
and 1985-90. For ins tance , ass is tance disbursed by f inancia l 
i n s t i t u t i o n s to chemicals and chemical products increased at 
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a r a t e of 29,6 per cent pe r annum during 1980-85 vmich 
decl ined to the r a t e of 23.1 per cent pe r annum during 
1985-90 but i t s output which increased at a r a t e of 6,4 
p e r cent per annum during 19 80-85 rose sharply to a r a t e 
of 11.7 per cent per annum during 1985-90. Similarly^ the 
growth r a t e of output of t e x t i l e s , metal products , machinery 
and e l e c t r i c i t y generation has moved in opposi te d i rec t ion 
to the trend grov/th ra te of ass is tance disbursed by f inan-
c i a l i n s t i t u t i o n s to them during 1980-85 and 1985-90, I t 
r e f l e c t s that financing a c t i v i t i e s of f inanc ia l i n s t i t u t i o n s 
has to some extent affected the growth of output of food 
products , basic metals i n d u s t r i e s , e l e c t r i c a l machinery and 
equipment and t ranspor t equipment, but i t could not influence 
the output growth of t e x t i l e s , chemicals and chemical products, 
metal products , machinery and e l e c t r i c i t y generation. I t i s 
b a s i c a l l y due to the fact that finance i s one of the many 
f a c t o r s tha t affect the growth of output of any indus t ry . 
In those indus t r i e s , where f inancial f ac to r s were more impor-
t a n t than other fac to rs , output has been affected by the ope-
r a t i o n s of f inancial i n s t i t u t i o n s , but in those indus t r i e s 
where o ther fac tors than finances have been more important, 
the ass i s tance granted by financial i n s t i t u t i o n s to them has 
f a i l e d to influence t h e i r growth of output . 
3, Purposewise Assistance? 
Financial i n s t i t u t i o n s has helped in the i ndus t r i a l 
development of the country not only by financing new pro jec t s 
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but also by financing exis t ing projec ts for the i r expan-
s ion , d ive r s i f i ca t ion , nvodernisation and renovation pur-
p o s e s . By March 1990, about half of the t o t a l ass is tance 
i . e . , 51,5 per cent, sanctioned by f inanc ia l i n s t i t u t i o n s 
has gone for the establishment of new p ro jec t s while 24,5 
pe r cent of the t o t a l sanctions has gone for the expansion 
and d ive r s i f i ca t ion of exis t ing p r o j e c t s . Another 13,2 per 
cent of the t o t a l a ss i s tance was sanctioned for modernisation 
and renovation of ex i s t i ng projects by f inancial i n s t i t u t i o n s . 
Remaining 10.8 per cent of the t o t a l ass i s tance was sanctiond 
as supplementary ass i s t ance to the ex i s t ing p ro jec t s . Thus, 
f i nanc i a l i n s t i t u t i o n s ha«j played an important ro le not only 
in the establishment of new projects but also for the expan-
sion, d ive r s i f i ca t ion , modernisation and renovation purposes 
to the ex i s t i ng p ro j ec t s . The following table number 7,11 
gives the purposewise d i s t r i bu t ion of ass i s tance sanctioned 
by f inancia l i n s t i t u t i o n s upto March 31, 1990i 
Table No. 7,lls Purposewise Assistance Sanctioned by Financial 
I n s t i t u t i o n s (cumulative upto March 31, 1990) 
p Assistance Sane- Percentage 
i 'urpose tioned (Rs crores) of t o t a l 
1, New Pro jec t s 
2, Es^ansion/Diversif icat ion 
3, Modernisation/Renovation 
4, Supplementary Assistance 
Total 76546.6 100.0 










4. Statewise Distr ibut ion of Assistance; 
Assis tance sanctioned by f inancial i n s t i t u t i o n s has 
spread over a l l States and Union T e r r i t o r i e s . But i t s a s s i s -
tance i s mainly concentrated to only few Sta tes l ike Maharash-
t r a / Gujarat, U.P., Tamil Nadu and Andhra Pradesh. In the 
t o t a l ass i s tance sanctioned by a l l f inanc ia l i n s t i t u t i o n s 
upto March 1990/ ^5aharashtra got the h i g h e s t share of 19.3 
pe r cent/ followed by Gujarat (1.2.2 per cent) / U.P. (10.1 per 
cen t ) , Tamil Nadu (9 .1 per cent) and Andhra Pradesh (8,6 per 
c e n t ) . These five S ta tes together accounted for 59.3 per ceTit 
of t o t a l ass is tance sanctioned by a l l f inancial i n s t i t u t i o n s . 
ThuS/ about th ree - f i f th of t o t a l ass i s tance of f inancial i n s t i -
t u t i o n s i s concentrated in five developed and large S t a t e s . 
K a m a t a k a ' s share was 5.9 per cent by March 1990jwhile tha t 
of West Bengal and M.P. were 5,2 per cent and 5,1 per cent 
r e s p e c t i v e l y . These eight Sta tes together accounted for 75.5 
pe r cent of t o t a l sanctions by March 1990/ while remaining 
24.5 per cent of the t o t a l ass i s tance was shared by seventeen 
S t a t e s and a l l Union T e r r i t o r i e s . This Indica tes the degree 
of concentrat ion of ass i s tance sanctioned by financial i n s t i -
t u t i o n s . The share of Rajasthan was 4.4 per cent, while Punjab 
and Orlssa got 3.1 per cent share each, Bihar 2.8 pe r cent, 
Haryana 2.7 per cent and Kerala received 2.2 per cent share 
in t o t a l ass is tance of f inancial i n s t i t u t i o n s . Shares of 
remaining a l l States and Union T e r r i t o r i e s were l e s s than 
one per cent . Disappointing feature i s that North-Eastern 
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Pradesh and Tripura) together accounted for only 1.3 per 
cent of t o t a l sanctions of financial i n s t i t u t i o n s by March 
1990. This shows tha t North-Eastern S ta tes have almost been 
neglected by f inancial i n s t i t u t i o n s in t h e i r .scheme of finan-
f inanc ia l i n s t i t u t i o n s to different 
c i a l opera t ions . Yearwise ass is tance sanctioned b;^ States 
and Union T e r r i t o r i e s are given in Table No, 7.12. 
Available data i n d i c a t e some s ign i f i can t changes in the 
s t a tewise d i s t r ibu t ion of ass is tance sanctioned by a l l finan-
c i a l i n s t i t u t i o n s during e igh t i e s . On the one hand, shares 
of Maharashtra, Gujarat, West Bengal, Karnataka, Kerala, 
Tamil Nadu, Assam and Bihar have declined during 1980-90, while 
t h a t of Andhra Pradesh, M.P,, U.P,, Rajasthan, Haryana, Punjab, 
Or issa , and Himachal Pradesh have increased. Shares of remai-
ning S ta tes and Union T e r r i t o r i e s have been almost stagnant. 
K e r a l a ' s share has decreased from 3.7 per cent upto March 
1980 to 2.1 per cent during 1980-90, while tha t of West Bengal 
f e l l from 8.1 per cent to 5.1 per cent. The share of KarnataXa 
decreased from 7,6 pe r cent to 5.8 per cent over the same 
p e r i o d . Though the shares of Maharashtra and Gujarat have 
a l so declined from 21.3 per cent to 18.2 per cent and from 
13.6 pe r cent to 12 per cent respect ively during e igh t ies , but 
t h e i r shares have decreased a t a r e l a t i v e l y slower r a t e . Unfor-
tuna te ly , the shares of backward S ta tes of Assam and Bihar have 
a lso decreased from 1.1 per cent to 0.8 per cent and from 3.7 
p e r cent to 2.7 per cent respectivelj^ over the same period. 
The above discussion reveals tha t desp i te some reduction 
in the degree of concentration of a ss i s t ance among few re la t ive ly 
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developed and la rge States^ they continue to be the l a r g e s t 
ben e f i c i a r i e s of ass i s tance of f inancial i n s t i t u t i o n s . 
An important development during e igh t i e s has been 
inc rease in the shares of some of the backward States l i k e 
Andhra Pradesh, M.P., Orissa, U.P,, Rajasthan and Himachal 
Pradesh. The share of Andhra Pradesh increased from 6.2 
per cent by March 1980 to 9.1 per cent during 1980-90, while 
the shares of U.P. increased from 7,4 per cent to 10.6 per 
5.4 per cent, Rajasthan from 3.4 per cent to 
cent , M.P, from 2.9 per cent t o /4 .8 per cent, Orissa from 
2.1 p e r cent to 3,1 per cent and t h a t of Himachal Pradesh 
increased from 0.4 per cent to 1 per cent over the same pe -
r iod . Though the shares of developed S ta t e s of Punjab and 
Hairyana have also increased from 2,6 per cent to 3,3 per cent 
and from 2,4 per cent to 2,7 per cent respect ively over the 
same per iod, but t he i r shares have increased at a r e l a t i v e l y 
slower r a t e . Thus, we see tha t during e igh t ies ass i s tance 
sanctioned by f inancial i n s t i t u t i o n s has changed in favour 
of r e l a t i v e l y backward S ta tes and concentrat ion of a ss i s t ance 
among developed States have declined though at a slow r a t e . 
I t i s a des i rab le development as i t w i l l help to reduce r e g i o -
nal imbalances. However, developed S ta t e s are s t i l l the l a r -
gest recepien t of ass i s tance and t h e i r shares should be fur ther 
reduced to make more and more funds ava i lab le to the r e l a t i v e l y 
backward S t a t e s . 
S ta tewise Per Capita Assistance? 
Sta tewise Per Capita ass i s tance sanctioned by f inanc ia l 
228 
T a b l e 7 , 1 3 : S t a t e w l s e P e r C a p i t a A s s i s t a n c e S a n c t i o n e d 
by A l l F i n a n c i a l I n s t i t u t i o n s 
S t a t e 
C u m u l a t i v e 
t a n c e Up t o 
(Rs> 
P e r C a p i t a A s s l s -
March 3 1 , 1990 
1 . Andhra P r a d e s h 
2 . Airunachal P r a d e s h 
3 . Assam 
4 . B i h a r 
5 . Goa 
6 . G u j a r a t 
7 • H a r y a n a 
8 , Himacha l P r a d e s h 
9 . Jammu and Kashmi r 
10 . K a r n a t a k a 
1 1 . K e r a l a 
12 . Madhya P r a d e s h 
1 3 . M a h a r a s h t r a 
1 4 . M a n i p u r 
1 5 . Megha laya 
1 6 . Mlzoram 
1 7 . ' N a g a l a n d 
1 8 , O r i s s a 
19 , P u n j a b 
2 0 , R a j a s t h a n 
2 1 , S i k k l m 
22, T a m i l Nadu 
2 3 , T r i p u r a 
2 4 , U t t a r P r a d e s h 
2 5 , ' West a e n g a l 
2 6 , Union T e r r i t o r i e s 
1) Andaman and N i c o b a r 
i i> ' D e l h i and C h a n d i g a r h 
i i i > Dadra and Nagar H a v e l i 
iv> Daman and Diu 
v> P o n d l c h e r r y and Lakshadeep 
1232, 
285 . 
3 1 2 . 
3 0 5 . 
6 5 9 8 . 
27 36 . 
1584 . 
1655 , 
9 3 5 . 
1210. 
657 . 
7 4 2 . 
2347, 
273, 
6 7 1 . 
7 58. 
488 , 
8 8 8 , 
1522. 









































A l l I n d i a 1116 ,98 
S o u r c e s R e p o r t on Deve lopment Banking i n I n d i a , 1 9 8 9 - 9 0 , 
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i n s t i t u t i o n s c lear ly reveal tha t developed States have 
rece ived l a rge r per capi ta assic^tance, while backward S t a t e s 
have got very low per cap i ta ass i s tance . Table No. 7.13 
shows Statewise cumulative Per Capita ass is tance sanctioned 
by f inanc ia l i n s t i t u t i o n s upto March 1990. Cumulative upto 
March 1990/ a l l f inancial i n s t i t u t i o n s together havesanct-
ioned per capi ta ass i s tance Rs 1117 at a l l India l e v e l . But 
Sta tewise per capita a ss i s t ance show great var ia t ion from 
S t a t e to S t a t e . Goa has got highest per capi ta ass i s tance 
of Rs 6599 while Tripura received lowest per capita ass i s tance 
of Rs 17 3 only. Sta tes which have got per capita ass i s tance 
h igher than a l l India average are Goa (Rs 6599), Gujarat (Rs 
27 37), Maharashtra (Rs 2348), Himachal Pradesh (Rs 1655), 
Haryana (Rs 1584), Punjab (Rs 1522), Tamil Nadu (Rs 1439), Kar-
n^taka (Rs 1210), Andhra Pradesh (Rs 1232) and Sikkim (Rs 1130). 
Among these , only Andhra Pradesh and Sikkim are backward 
S t a t e s and remaining S ta t e s are r e l a t i v e l y developed S t a t e s . 
On the o ther hand, a l l the remaining backward States have 
received per capi ta a s s i s t ance lower than a l l India average. 
For example, per capi ta ass i s tance of Assam was Rs 313 while 
t h a t of Bihar Rs 306, Tripura Rs 173, Orissa Rs 889, M.P. Rs 743, 
Rajasthan Rs 97 5, U.F. Rs 698, Kerala Rs 657, Jammu and Kashmir 
Rs 9 35, West Bengal Rs 7 36, Meghalaya Rs 67 2, Nagaland Rs 489, 
and Mizoram was Rs 7 58, Among these only West Bengal and 
Kerala are r e l a t ive ly developed States and remaining S t a t e s 
a re backward S ta tes . Thus, per c ^ i t a ass is tance sanctioned 
by f inanc ia l i n s t i t u t i o n s also shows tha t developed S ta t e s 
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havet^-received greater share in the t o t a l assis tance of 
f inanc ia l i n s t i t u t i o n s while backward S ta t e s have got low 
share . This in turn leads to increase in regional imba-
l a n c e s . This trend should be reversed, 
Financia l I n s t i t u t i o n s and Balanced Indus t r i a l Development: 
Since the inception of Planning^ Government of India 
has emphasised on balanced regional development of the country. 
For t h i s purpose, special emphasis has been placed by the 
Government for rapid i n d u s t r i a l development of the backward 
areas . In pursuance of Government's po l icy to accelera te the 
indus.tri_^alisation of backward regions, f inancial i n s t i t u t i o n s 
have consciously adopted a s t ra tegy to a s s i s t projects located 
in the backward areas spec ia l ly since 1970-71, At present , a 
s i gn i f i can t proportion of t o t a l a ss i s tance of f inancial i n s t i -
t u t ions have gone to the p ro jec t s located in iden t i f i ed bacik-
ward areas of the country. By March 31, 1980, a l l f inanc ia l 
i n s t i t u t i o n s together sanctioned an ass i s tance of Rs 2304.77 
crores to the pro jec ts located in backward areas cons t i tu t ing 
29,6 per cent of t o t a l sanct ions. During e ight ies , f inanc ia l 
i n s t i t u t i o n s have sanctioned a greater proportion of t h e i r 
a s s i s t a n c e to the p ro jec t s located in i d e n t i f i e d backward 
areas of the country. During 1980-90, out of t o t a l sanct ions 
of Rs 68,768,79 crores , a sum of Rs 270 52,88 crores was sanctioned 
to the p ro j ec t s located in backward a reas . This accounted for 
39,3 per cent of t o t a l ass is tance sanctioned by f inancial i n s -
t i t u t i o n s during e i g h t i e s . This r e f l e c t s tha t during e ight ies 
231 













































Pe rcen tage of 
Total 




















Source* Report on Development Banking in India, various 
i s s u e s . 
232 
f inanc ia l i n s t i t u t i o n s have taken an increas ing i n t e r e s t 
i n financing indus t r i e s in iden t i f i ed backward areas of 
the country. As a r e s u l t , the r e l a t i v e share of ass i s tance 
sanctioned to backward areas has increased from 29,6 per cent 
by March 1980 to 38,4 per cent by March 1990. This i s a 
welcome t rend. Table No. 7.14 shows the annual amount sanc-
t ioned to backward areas since 1970-71 upto 1989-90. 
Table shows tha t ass i s tance sanctioned to backward 
areas by a l l f inancia l i n s t i t u t i o n s increased from a meagre 
of Rs 15,34 crores during 1970-71 to Rs 97 3.83 crores during 
19 80-81 showing an increase of about 63 times, and fur ther 
increased to a record leve l of Rs 5278.06 crores during 1989-
90, i nd i ca t ing an increase of about 5.4 times over 1980-81 
l e v e l . Table 7.14 shows that ass i s tance sanctioned to back-
ward areas by financial i n s t i t u t i o n s has f luctuated during 
seven t i e s . However, during e igh t ies , i t has continuously 
increased , though the r a t e of growth of ass is tance has var ied 
from year to year . During 1970-90 period as a whole, a s s i s -
tance sanctioned to backward areas by f inancial i n s t i t u t i o n s 
has increased at an average annual growth r a t e of 50.4 per 
cent , which i s twice g rea te r than the r a t e of growth of over-
a l l a s s i s t ance sanctioned by financial i n s t i t u t i o n s during 
the same per iod. Ih i s c lea r ly r e f l e c t s tha t af ter 1970# 
f inanc ia l i n s t i t u t i o n s have increasingly sanctioned ass i s tance 
to the p ro j ec t s located in the backward areas of the country. 
This fac t can be further ve r i f i ed by looking at the average 
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annual ass is tance sanctioned to backward areas during each 
successive sub-periods of f ive years . This i s shown in the 
following Table No. 7.15J 
Table 7 ,15: Assistance Sanctioned to Backward Areas (1970-90) 
Assistance Sanctioned rv i. ^ 
Period Annual Average Percentage of 
(Bs Crores) Total 
1970-75 75,29 19.7 
1975-80 510.03 42,9 
1980-85 1509,40 41.6 
19 85-90 3901.17 38,1 
Source* Computed from Report on Development Banking in India* 
various i s s u e s . 
The above table c l ea r l y shows cons is tent increas ing 
t rend in the annual average of ass i s tance sanctioned to back-
ward areas in each successive sub-periods. I t shows tha t 
average annual ass i s tance sanctioned to backward areas increa-
sed from Rs 75.29 crores during 1970-75 to an average of 
Rs 3901.17 crores during 1985-90, showing an increase of about 
52 t imes, which i s a remarkable achievement. In r e l a t i v e termsj 
the share of backward areas in t o t a l ass i s tance rose sharply 
from 19,4 per cent during 1970-75 to 4 2.9 per cent during 
1975-80, but thereaf ter decreased marginally to 41,6 per cent 
during 1980-85 and fur ther decreasec^'to 38.1 per cent during 
234 
19 85-90. The decline in r e l a t i v e share during e ight ies has 
been due to r e l a t i v e l y slower growth r a t e in the ass is tance 
sanctioned to backward areas during e i g h t i e s as compared to 
s even t i e s . Thus, at present , a l i t t l e l e s s than two-fifth 
of the t o t a l sanctions of financial i n s t i t u t i o n s i s going to 
the p r o j e c t s located in backward areas . This i s an encoura-
ging fea ture . 
Cumulative upto March 1990, U.P, has been the l a rges t 
recepient of ass i s tance sanctioned to backward areas by a l l 
f inancia l i n s t i t u t i o n s accounting 13,2 per cent of t o t a l 
sanct ions , followed by Maharashtra (11 per cent ) , Gujarat 
(10.6 per cen t ) , Andhra Pradesh (9.6 per cent>, MaShya Pra-
desh (7.2 per cent>, Tamil Nadu (6.9 per cen t ) , and Kaxmataka 
(6,7 per cent ) , These seven Sta tes together accounted for 
65. 2 per cent of t o t a l ass is tance sanctioned to backward 
a r e a s . Shares of other S ta tes such as Rajasthan, West Bengal, 
Punjab, Orissa, Himachal Pradesh, Kerala, Goa and Assam were 
5,5 per cent, 5,4 per cent, 3.5 per cent , 3,2 per cent , 2,4 
pe r cent , 2,3 per cent, 2,2 per cent and 2,1 per cent respec-
t i v e l y , JaTimu and Kashmir and Haryana accounted for 1,9 per 
cent share each, while most backward S t a t e of Bihar got only 
1,8 per cent share. Shares of remaining S ta tes and Union 
T e r r i t o r i e s were i n s ign i f i can t , A break-up of t o t a l a s s i s -
tance sanctioned to backward areas shows tha t five r e l a t i v e l y 
developed Sta tes of Maharashtra, Gujarat, Karnataka, Tamil 
Nadu and West Bengal got 40,6 per cent of t o t a l sanct ions, 
while three most backward States of Bihar, Orissa, and Raj sthan 
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rece ived only 10,5 per cent share, Sitnilarly, seven North-
Eastern S ta tes accounted only 2,9 per cent share in the t o t a l 
a s s i s t ance sanctioned to backward a reas . This r e f l e c t s tha t 
g r e a t e r p a r t of the ass i s tance sanctioned to backward areas 
by f inanc ia l i n s t i t u t i o n s has gone to the developed S ta tes , 
while backward areas of backward S ta tes , which need grea ter 
a t t e n t i o n , have got very low share. This may be due to lack 
of entrepeeneurship, infrastruct ioral f a c i l i t i e s and s k i l l e d 
labour force, and raw mater ia ls , e t c . in the backward areas 
of backward S ta tes , But t h i s trend in financing backward 
a reas , in turn, has led to increase in regional imbalances 
r a t h e r than to reduce i t . 
A conparative analys is of ass is tance sanctioned to 
5 backward areas by IDBI, ICICI and SFCs shows tha t greater 
p a r t of ass is tance sanctioned to backward areas by IDBI and 
ICICI have gone to l e s s developed areas of developed Sta tes 
l i k e Maharashtra and Gujarat, while backward areas of back-
ward S t a t e s l i k e Bihar, Orissa and Rajasthan have got very 
low share . As against t h i s , SFCs of backward States have been 
more successful in granting greater ass i s tance to backward 
a reas of t h e i r respect ive S ta tes than SFCs of developed Sta tes . 
Table No. 7.16 gives the ranking of a l l S ta tes according to 
the development s t a tus determined on the basis of t o t a l indus-
t r i a l output of each Sta te during 1985-86, and finances provi-
ded by IDBI, ICICI, SFCs and a l l f inancia l i n s t i t u t i o n s in 
general and to backward areas both. The t ab le c lear ly reveals 
5. For d e t a i l s see Chapter . i\^, V and VI, 
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that IDBI and ICICI, by and large, have granted greater 
par t of thei r overall assistance as well as assistance 
meant exclusively for backward areas to the developed 
States, while most backward States have got relatively 
very low share in both. As corrpared to th is , SFCs of r e l a -
t ively backward States have performed bet ter than SFCs of 
developed States in general and especially in financing 
projects located in identified backward areas. 
The above discussion leads to the conclusion that for 
accelerating industrial development of backward areas, spe-
c ia l ly of backward States, regional level ins t i tu t ions l ike 
SFCs and SI DCs can play more important role than all India 
financial ins t i tu t ions . Therefore, regional and State level 
financial ins t i tu t ions should be strengthened to achieve the 
balanced regional development of the country. 
Qualitative Role of Financial Institutions^ 
In their quali tat ive role, financial inst i tut ions have 
been endeavouring to take such steps which are considered 
necessary for preparing the base leading to the widening and 
deepening of process of industr ial isat ion in the country in 
i t s multi-faceted form, Financial i n s t i t u t i on ' s efforts in 
th i s direction are towards f i l l ing in gaps either in i n s t i -
tut ional infrastructure necessary for promotion and growth 
of industr ies or in regard to provision of much needed gui-
dance in project identif ication, formulation, implementation 
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and operat ion, e t c . , development and broad-basing ent repre-
neursh ip , upgrading the managerial s k i l l s , providing encour-
agement to new and small entrepreneurs, encouraging the 
adoption of indigeneous technology, reviving sick u n i t s and 
economic upllftment of the weaker sec t ions of socie ty . Quali-
t a t i v e ro le of f inancia l i n s t i t u t i o n s have also been designed 
with a view to accelerat ing the overa l l process of i n d u s t r i a l 
growth and ensure i t s d i spersa l not only amongst backward 
regions but also amongst new entrepreneurs with adequate thrus t 
to the growth of industry in medium, anc i l l a ry and small scale 
s e c t o r s . These a c t i v i t i e s are in keeping with the overa l l 
na t ional object ives and p r i o r i t i e s . 
Thus, f inancial i n s t i t u t i o n s have played very important 
r o l e in the i n d u s t r i a l development of the country not only 
through providing increased f inancial ass i s tance to the indus-




I n d i a could not ach ieve much on the f r o n t of i n d u s -
t r i a l development i n t h e pre- Independence p e r i o d . Among 
o t h e r f a c t o r s , one of t h e inriportant f a c t o r which hampered 
t h e development of i n d u s t r i e s under the B r i t i s h r u l e was 
t h e l ack of f i n a n c i a l i n t e r m e d i a r i e s , p a r t i c u l a r l y l ack of 
s p e c i a l i f e d f i n a n c i a l i n s t i t u t i o n s i n t h e c o u n t r y , t o meet 
t h e f i n a n c i a l r equ i rements of t h e i n d u s t r i a l s e c t o r , e spe -
c i a l l y the requi rements of medium and long term f i n a n c e s . 
Immediate ly a f t e r Independence, t h e absence of an o rgan i sed 
and developed c a p i t a l market was keenly f e l t . Government 
o f I n d i a , c o n s i s t e n t wi th i t s p o l i c y of p l a y i n g an a c t i v e 
r o l e i n the i n d u s t r i a l development of t h e country took appro-
p r i a t e s t e p s towards c r e a t i n g a network of f i n a n c i a l i n s t i t u -
t i o n s i n the country t o f i l l t he gaps i n t h e supply o.f l ong -
texnn f i n a n c e t o i n d u s t r y . Beginning wi th the jse t t ing-up of 
IFCI i n 1948, t h e s t r u c t u r e of f i n a n c i a l i n s t i t u t i o n s i n I nd i a 
h a s so g r e a t l y d i v e r s i f i e d and s t r eng thened t h a t a t p r e s e n t 
a b a t t e r y of such i n s t i t u t i o n s h a s come i n t o be ing wi th the 
a b i l i t y t o supply f i nance to a v a r i e t y of e n t e r p r i s e s i n 
d i v e r s e forms. 
The o p e r a t i o n s of a l l f i n a n c i a l i n s t i t u t i o n s i n t h e form 
of a s s i s t a n c e sanc t ioned and d i sbursed was modest dur ing the 
decades of f i f t i e s and s i x t i e s p a r t i c u l a r l y up to 197 2, But i n 
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the post 197 2 period, there has been phenomenal growth in 
the assistance granted by financial ins t i tu t ions in the 
countiry. During seventies, the teinm-lending inst i tut ions 
operating at national and State levels have emerged as a 
significant source of term-finance to the industrial sector. 
In the mi3l>sixties, the aggregate assistance of all finan-
cial ins t i tu t ions was not higher than the c o i t a l raised by 
corporate sector directly from the capital market. But the 
picture changed drast ical ly during seventies and eighties. 
The growing significance of their ro le i s revealed from the 
fact that the ra t io of ins t i tu t ional disbursement of ass is -
tance to the capital raised by the corporate sector in the 
market was 3.7:1 in 1975-76 which increased to 9.8:1 during 
1979-80. However, during 1984-85 th is ra t io declined to 
2.7:1 which further decreased to l , 8 : i during 1989-90. This 
has been due to the fact that csgpital market in the eighties 
has emerged as a rapidly growing source of investible funds 
to the corporate sector. But s t i l l fact remains that indus-
t r i a l concerns depend more on financial inst i tut ions to finance 
the i r ventures than raising funds direct ly from the capital 
market. 
During 1970-90, assistance sanctioned by financial 
in s t i tu t ions Increased at an average annual growth rate of 
25.1 per cent while assistance disbursed by them increased 
by 24.8 per cent per annum during the same period. Thus, 
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during seventies and eighties assistance sanctioned and 
, disbursed by financial ins t i tu t ions both have steadily in-
creased at about same ra te . Part of th is increase in ass is-
tance i s due to the inflationary Increase in the s;;5)ply of 
money but part ly i t i s due to the efforts of financial i n s -
t i tu t ions to provide increasing assistance to the industrial 
sector, IDBI as the apex inst i tut ion and in conformity with 
i t s ever increasing role in meeting the financial requirements 
of the industr ial sector, has recorded substantial growth in 
the assistance sanctioned by i t , IXxring 1970-90 assistance 
sanctioned by IDBI has Increased at an average annual growth 
ra te of 32.3 per cent while that of ICICI and SFCs Increased 
at the ra te of 26,5 per cai t and 20,5 per cent per annum, 
respectively, during the same period. Thus, IDBI and ICICI 
have recorded an increase in their sanctions which i s 
higher than average growth rate of sanctions of a l l 
financial Inst i tut ions during sevaitles and eighties but SFCs* 
sanctions increased at a lower ra te during the same period. 
This ref lec ts that national level ins t i tu t ions are more active 
in providing assistance to industrial sector than State level 
i n s t i t u t i ons . Like sanctions, assistance disbursed by IDBI 
has also Increased at a ra te higher than average growth rate 
of disbursement of assistance by a l l financial Inst i tut ions 
but average growth rate of assistance disbursed by ICICI and 
SFCs were lower than that of a l l financial inst i tut ions.This 
shows that IDBI dominates the f ield of industrial finance as the 
apex body, A notable feature i s that assistance disbursed by ID3I 
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and ICICI both have increased at a lower r a t e than t h e i r 
sanct ions , but ass i s tance disbursed by SFCs have increased 
at a h igher r a t e than t h e i r sanctions. This shows tha t SFCs 
have been quicker in the disbursement of assis tance than 
a 
IDBI and ICICI, There is /wide gap in the ass is tance sanct io-
ned and t h e i r disbursements by f inancial i n s t i t u t i o n s . In 
f ac t , i t i s the procedural delays and innumerable formal i t ies 
which are responsible for slow pace of disbursements of a s s i s -
tance . I t i s necessary t h a t f inancial i n s t i t u t i o n s should 
change the procedures for disbursement of the ass is tance and 
unnecessary formal i t ies should be done away with. The p o l i -
c i e s and procedures for disbursement should be made simple and 
easy to ensure the speedy disbursement of ass is tance . 
Ins t i tu t ionwise , IDBI being the apex body contributed 
l a r g e s t share in the t o t a l ass is tance of a l l f inancial i n s t i -
t u t i o n s by March 1990, followed by ICICI, SFCs, IFCI, LIC, UTI, 
SIDCs, GIC and IRBI, During 1970-90 IDBI and ICICI both main-
ta ined t h e i r f i r s t and second place respec t ive ly in the t o t a l 
i n d u s t r i a l finance but IFCI l o s t i t s t h i r d place to fourth 
p l ace and SFCs improved t h e i r posi t ion from fourth to th i rd 
p l a c e . 
Major pa r t of the a s s i s t ance granted by f inancial 
i n s t i t u t i o n s were in the form of loans cons is t ing of rupee 
loans as well as foreign currency loans. In fact , more than 
fou r - f i f t h (86,6 per cent> of the t o t a l ass is tance sanctioned 
by f inancia l i n s t i t u t i o n s were in the form of loans. About 
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n ine - t en th (89 per cent) of the to t a l loans sanctioned 
by f inanc ia l i n s t i t u t i o n s were in the form of rupee loans 
and one-tenth (11 per cent) in the form of foreign currency 
loans . During 1970-90 foreign currency loans sanctioned by 
f inanc ia l i n s t i t u t i o n s have increased a t a r e l a t ive ly much 
h igher r a t e (32.6 per cent per annum) than increase in rupee 
loans (25 per cent per annum). This reveals that f inancia l 
i n s t i t u t i o n s in India are increasingly providing foreign ex-
change to Indian indus t r i e s to import machinery, equipments, 
raw m a t e r i a l s and other necessary items from abroad. 
IDBI grants ass i s tance to i n d u s t r i e s d i rec t ly as well 
as i n d i r e c t l y through other i n s t i t u t i o n s . A l i t t l e more than 
o n e - t h i r d (37.4 per cent) of the t o t a l ass is tance sanctioned 
by IDBI were d i rec t ass i s tance and r e s t were ind i rec t assi£>. 
t ance . Loans cons t i tu te the single most important component 
of IDBI's d i r ec t f inancial ass is tance to indus t r i a l sector 
forming 88,7 per cent of t o t a l d i rec t ass i s tance upto March 
19 90, During 1970-90 loans sanctioned by IDBI increased a t a 
very high r a t e of 33.5 per cent per annum leading to the sharp 
inc rease in i t s r e l a t i ve share from 66.8 per cent during 1964-
70 to 88.6 p e r cent during 1980-90. This indica tes the grow-
ing s i ze and signif icance of loans in IDBI' s scheme of d i r ec t 
f i nanc i a l ass i s tance . 
Loans cons t i tu t e s ingle l a rges t conponent of ICICI 's 
f i n a n c i a l ass is tance a l so . ICICI has granted a s igni f icant 
proport ion of i t s ass i s tance in the form of foreign currency 
244 
loans . More than one - th i rd (35,7 per cent) of the t o t a l 
a s s i s t ance sanctioned by ICICI by March 1990 were in the 
form of foreign currency. But during 1970-90 despite i n -
crease in absolute amount of foreign currency loans, i t s 
r e l a t i v e share has continuously declined. The decline in 
the share of foreign cuirrency loans i s the cumulative r e s u l t 
of the recessionary s t a t e of economy, b e t t e r a v a i l a b i l i t y of 
foreign currency c red i t with the Government of India and more 
importantly efforts by ICICI*s c l i e n t s to purchase indigenous 
in s t ead of foreign machinery and equipment, ^ a r t from foreign 
currency loans, ICICI has also granted 37.5 per cent of i t s 
t o t a l ass i s tance in the form of rupee loans . Rupee and foreign 
currency loans together accounted for a l i t t l e less than th ree -
fourth (73.2 per cent> of the t o t a l ass i s tance sanctioned by 
ICICI, Thus, loans are s ingle l a r g e s t form of ICICI's f inan-
cing operat ions . Rupee loan operat ions of ICICI has been gene-
r a l l y low in the f i r s t twenty years of i t s operations, but i t 
gained momentum the rea f t e r especia l ly since 1975-76. In fact 
during 1975-90 rupee loan operat ions of ICICI have exceeded 
foreign currency loans . Increase in rxipes loan operations of 
I C I d i n d i c a t e the rapid growth in the domestic c ap i t a l goods 
sec tor and consequent indigenisa t ion in the supply of c ap i t a l 
goods. The composition of f inancial ass i s tance of ICICI has 
undergone s t ruc tu ra l changes f i r s t l y due to sharp increase in 
i t s rupee loan operat ions since 1975-76 and secondly due to 
i n i t i a t i o n of many new forms of ass i s tance l i k e deferred c re -
d i t , leasing ass i s tance , investment sa le , asset c red i t and 
venture cap i t a l ass i s tance in the l a t t e r haJ>f of e i g h t i e s . 
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SFCs have also granted major par t of t h e i r assis tance in 
the form of loans. Thus, IDBI, ICICI and SFCs a l l have 
provided major pa r t of t h e i r ass is tance in the form of 
l oans . I t r e f l ec t s tha t nat ional as well as State level 
f inanc ia l i n s t i t u t i o n s both act bas i ca l ly as term-lending 
i n s t i t u t i o n s . 
Second important form of ass is tance by f inancial 
i n s t i t u t i o n s i s underwriting, but underwriting assis tance 
granted by them has been of l imited magnitude (12 per cent ) . 
However, during the l a s t twenty years underwriting a s s i s t -
ance sanctioned by f inancial i n s t i t u t i o n s has increased at 
a r e l a t i v e l y higher r a t e than the loans sanctioned by them. 
I t i n d i c a t e s that f inancia l i n s t i t u t i o n s gave r e l a t i v e l y 
g r ea t e r importance to underwriting ass i s tance than term-loans 
during seventies and e i g h t i e s . 
Though IDBI and ICICI both have played an important 
l o l e in extending underwriting ass i s tance , yet the i r under-
wr i t ing operat ions has been very low. Only 7,2 per cent of 
t o t a l d i r ec t ass is tance of IDBI and 6.8 per cent of the t o t a l 
a s s i s t ance of ICICI were sanctioned in the form of underwri-
t i n g a s s i s t ance . During 1961-74, ICICI emerged as the single 
important i n s t i t u t i o n as regards underwriting of cap i t a l 
i s s u e s but in post 1974 period IDBI occupied f i r s t p lace 
r e l e g a t i n g ICICI to second p lace . 
Though f inancial i n s t i t u t i o n s have also granted a s s i s -
tance to indus t r i es by way of guarantees but i t s share i s 
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neg l ig ib l e v iz , about one per cent of t o t a l ass is tance. 
IDBI and ICICI both have granted very low proportion of 
t h e i r ass i s tance in the form of guarantees i . e . , 2.5 per 
cent and 1.9 per cent of t h e i r t o t a l ass is tance , respec t ive ly . 
Very low importance accorded to guarantees indicate tha t 
f inancia l i n s t i t u t i o n s in India act bas i ca l ly as term-len-
ding i n s t i t u t i o n s . 
P r i v a t e sector has been the l a rges t beneficiary of 
a s s i s t ance granted by f inanc ia l i n s t i t u t i o n s . By March 1990, 
about three- four th(74 ,1 per cent) of the t o t a l ass is tance 
sanctioned by f inancial i n s t i t u t i o n s has gone to the p r i va t e 
sec tor . An important fea ture i s tha t proportion of inves t -
ment - savings gap in the p r iva t e sec tor f i l led-up by finan-
c i a l i n s t i t u t i o n s has increased from 10.3 per cent during 
1980-85 to 12,6 per cent during 1985-90, This ind ica te tha t 
f inancia l i n s t i t u t i o n s have been increas ingly meeting the 
f inanc ia l requirements of the p r i v a t e sector , IDBI sanctioned 
7 4,3 per cent of i t s t o t a l ass is tance to the pr iva te sec tor , 
ICICI, being pr iva te ly owned i n s t i t u t i o n , granted more than 
four - f i f th (84,3 per cent) of i t s t o t a l assis tance to the 
p r i v a t e sec tor . I t i s e^qsected as well as desirable trend 
because financing problem i s severe for the p r iva te sector 
p ro j ec t s than other sectors of the economy. Public sector 
has been the second l a r g e s t beneficiary of ass is tance granted 
by f inanc ia l i n s t i t u t i o n s with 15.5 per cent share in the i r 
t o t a l a s s i s t ance . An important fea ture i s that during eigh-
t i e s pub l ic sector p ro jec t s got r e l a t i v e l y greater a t t en t ion 
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than p r o j e c t s in other sectors of the economy, f inancia l 
i n s t i t u t i o n s has^efilied-up very low proportion of i nves t -
ment " savings gap in the publ ic sector but i t has increa-
sed during e ight ies (from 2.8 per cent during 1960-85 to 
4 ,1 pe r cent during 1985-90)/ which ind ica tes increasing 
a t t e n t i o n given by f inancia l i n s t i t u t i o n s to the publ ic 
sec to r p ro jec t s in meeting t h e i r f inancia l requirements. 
Publ ic sector got 17.4 per cent share in t o t a l ass is tance 
sanctioned by IDBI but i t has got l e a s t share of 1,7 per 
cent i n ICICI 's t o t a l a ss i s t ance . Very low importance 
given to publ ic sector by ICICI i s ba s i ca l l y due to the fact 
t h a t being only p r iva t e ly owned i n s t i t u t i o n in the country, 
i t i s p r imar i ly i n t e r e s t e d in financing indus t r ia l concerns 
in the p r i v a t e sector . J o i n t sector and cooperative sector 
p r o j e c t s got l e a s t a t t en t ion from f inancia l i n s t i t u t i o n s 
both toge ther accounting for about one-tenth of the t o t a l 
a s s i s t a n c e , IDBI and ICICI both have given very low impor-
tance to p ro jec t s in these two sec tors , 
F inanc ia l i n s t i t u t i o n s have granted assis tance for the 
establ ishment of new p ro jec t s as well as to the ex i s t ing pro-
j e c t s for t h e i r expansion, d ive rs i f i ca t ion and modernisation 
purposes . More than half (55.4 per cent) of the ass is tance 
sanctioned by IDBI has gone for the establishment of new 
p ro j ec t s , while ass i s tance for expansion and d ive rs i f i ca t ion 
purposes formed 23.6 per cent of the t o t a l assis tance and for 
modernisation and renovation purposes 21 per cent, ICICI has 
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granted 38,3 per cent of i t s to ta l assistance to the new 
projects and rest 61.7 per cent was granted to the exist ing 
projects for their expansion, diversification and modernisa-
tion purposes. This shows that IDBI has paid re la t ively 
greater attention to the establishment of new projects while 
ICICI has given preference to the exist ing projects . As 
against thiS/ more than four-fifth (84,4 per cent) of the 
to t a l assistance sanctioned by SPCs has gone to the new pro-
j ec t s , while assistance for e3<pansion/diversification and 
modernisation/renovation purposes were 8.3 per cent and 1,7 
per cent respectively, which i s insignif icant . This shows 
that SFCs are basically interested in the establishment of 
new projects and existing projects are not getting much atten-
t ion from them. This may be due to the fact that basic aim 
of SFCs i s to grant assistance to small and medium indust r ies 
in the i r respective . States which generally do not have major 
expansion or diversification or modernisation plans. Thus, 
national level financial ins t i tu t ions have laid due emphasis 
on the establishment of new projects as well as to the exis-
t ing projects forjtheir expansion, diversif ication and moder-
nisation purposes but State level i n s t i t u t ions have, by and 
large, confined their finances to the new projects and did 
not give much importance to the existing projects , 
Industrywise distr ibution of assistance granted by finan-
c ia l ins t i tu t ions reveals that more than half of thei r ass i s -
tance has gone to growth-oriented basic and capital goods 
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i n d u s t r i e s l i k e chemicals and cheoiical products, f e r t i l i s e r s , 
bas i c metals/ metal products , cement, paper, i ndus t r i a l and 
e l e c t r i c a l machinery and equipment, e l e c t r i c i t y generation 
and t ranspor t equipment. These i n d u s t r i e s together have 
accounted a l i t t l e l e s s than th ree - f i f th (58,6 per cent> of 
t he t o t a l ass is tance sanctioned by f inancia l i n s t i t u t i o n s . 
The development of these indus t r i e s have helped in the crea-
t ion of strong indus t r i a l base in the country. Thus, f inan-
c i a l i n s t i t u t i o n s by providing subs tan t ia l pa r t of t h e i r 
a s s i s t ance to basic and cap i t a l goods i ndus t r i e s have helped 
in the creat ion of strong indus t r i a l base in the country, 
IDBI has sanctioned more than half (52,7 per cent) of i t s 
a s s i s t ance to the bas ic and cap i ta l goods indus t r ies , while 
ICICI has granted more than two-third (71,2 per cent) of i t s 
a s s i s t a n c e to these i n d u s t r i e s . This shows tha t IDBI and 
ICICI both have taken grea te r i n t e r e s t in the development of 
n o n - t r a d i t i o n a l growth-oriented indus t r i e s through making 
avai lable 
g rea t e r pa r t of t he i r a s s i s t a n c e to these i n d u s t r i e s . An 
important feature i s tha t during e ight ies , assis tance sanc-
t ioned by a l l f inancia l i n s t i t u t i o n s in general and IDBI and 
ICICI in p a r t i c u l a r to the basic and cap i t a l goods i n d u s t r i e s 
has increased. As against t h i s SFCs have granted 38,4 per 
cent of t he i r ass i s tance to basic and cap i t a l goods Indus t r i e s 
and remaining to consumer goods and se rv ices . This r e f l e c t s 
t h a t SFCs have paid greater a t tent ion on the development of 
consumer goods indus t r i e s and serv ices . This i s a good sign 
t h a t nat ional level i n s t i t u t i o n s are helping in the development 
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of bas ic and capital goods indus t r i e s while regional 
level institutions are paying g rea ter a t tent ion to the 
consumer goods indus t r i e s and services , so that balanced 
i n d u s t r i a l development i s a t ta ined in the country. 
Greater par t of the ass is tance sanctioned by f inan-
c i a l i n s t i t u t i o n s i s mainly concentrated to only few S ta tes 
l i k e Maharashtra, Gujarat, U.P., Tamil Nadu and Andhra Pra-
desh. These five S ta tes together have accounted for about 
t h r e e - f i f t h (59,3 per cent> of the t o t a l assistance sanc t io-
ned by financial i n s t i t u t i o n s . Backward States l ike Bihar, 
Orissa^ and Rajasthan^.etc, have got very low share in the 
a s s i s t ance granted by f inancia l i n s t i t u t i o n s . Seven North-
Eastern S ta tes have been almost neglected by f inancial i n s -
t i t u t i o n s whichi;ogether got only 1,3 per cent share in the 
t o t a l ass i s tance sanctioned by them. Thus, ass is tance sanc-
t ioned by f inancial i n s t i t u t i o n s are largely concentrated 
among few re la t ive ly developed and la rge S ta tes . A heal thy 
development i s that during e igh t ies shares of some of the 
developed States l i k e Maharashtra, Gujarat, West Bengal and 
Karnataka have declined, while sharesof backward S ta tes l i k e 
Andhra Pradesh, U.P.^ M.P,^ Rajasthan and Orissa, e t c . have 
inc reased leading to reduction in concentration of ass i s tance . 
This t rend wi l l help to reduce regional imbalances in the 
country . However, s t i l l developed S ta t e s are l a rges t bene-
f i c i a r y of ass is tance sanctioned by f inancia l I n s t i t u t i o n s . 
The i r shares are required to be cu r t a i l ed further to make 
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more and more funds ava i lab le to r e l a t i v e l y backward 
S t a t e s . Statewise per cap i ta ass is tance sanctioned by-
f i n a n c i a l i n s t i t u t i o n s also c lear ly reveal that developed 
S t a t e s have received l a r g e r per capi ta assis tance while 
backward S ta tes have got ver^ !- low per cap i ta ass i s t ance . 
About half of the IDBI's ass is tance has gone to the 
S t a t e s of Maharashtra/ Gujarat, Tamil Nadu, U.P, and Andhra 
Pradesh, Similarly, a l i t t l e more than two-third (70.7 per 
cent) of the t o t a l ass i s tance sanctioned by ICICI has gone 
to the Sta tes of Maharashtra, Gujarat, U.P., Ta-nil Nadu, 
Andhra Pradesh and Karnataka. Backward Sta tes have been 
given low importance by ICICI in i t s financing operations-
As compared to ICICI, IDBI has given r e l a t i v e l y greater 
share to the backward S ta t e s , but even then subs tan t ia l 
p a r t of i t s ass is tance i s concentrated among few developed 
and l a rge S ta t e s . Unfortunately, both IDBI and ICICI have 
neglected the North-Eastern S ta tes , As far as SFCs are con-
cerned, SFCS of Andhra Pradesh, Gujarat, U,P., Maharashtra 
and Karnataka have accounted about half of the t o t a l a s s i s -
tance sanctioned by SFCs, Concentration of ass is tance in 
these Sta tes i s bas i ca l ly due to the fact that these are 
r e l a t i v e l y developed S ta t e s ' and l a rge r in s i z e . Thus, in 
case of nat ional as well as State level f inancial i n s t i t u -
t i o n s both, there i s considerable concentration of a ss i s t ance 
among few r e l a t i v e l y developed and la rger S ta tes , However, 
during e igh t i e s concentration of ass i s tance among few S ta t e s 
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has decl ined because the shares of r e l a t i v e l y developed 
S ta t e s in the ass is tance sanctioned by IDBI, ICICI and 
SFCs have declined while that of backward States have 
increased . I t i s a good trend and should continue So tha t 
p r o j e c t s of r e l a t i v e l y backward Sta tes get greater a s s i s -
tance and t h e i r i n d u s t r i a l development may be accelerated. 
Since North-Eastern S ta tes have been completely neglected 
by f i nanc i a l i n s t i t u t i o n s and there has been no s ign i f ican t 
change in the ass is tance granted to them during eight ies* 
the re fo re / a new f inancia l i n s t i t u t i o n exclusively for North-
Eas t emSta te s should be es tabl ished. Any such i n s t i t u t i o n s 
wi l l also be able to take care of special problans of indus-
t r i a l de^relopment being faced by these Sta tes due to na tu ra l 
and other f ac to r s . 
In pursuance of Government's pol icy to accelerate the 
i n d u s t r i a l i s a t i o n of backward areas of the country, f inanc ia l 
i n s t i t u t i o n s have played an increasingly important role in 
providing ass i s tance to p ro jec t s located in iden t i f i ed back-
ward areas of the country special ly since 1970"-71. By March 
1990, a l i t t l e less than two-fifth (38.4 per cent) of the t o t a l 
a s s i s t a n c e sanctioned by f inancial i n s t i t u t i o n s has gone to 
the p r o j e c t s located in iden t i f i ed backward areas of the 
country. During e igh t i e s , ass is tance sanctioned by f inancia l 
i n s t i t u t i o n s to pro jec t s located in backward areas has inc rea -
sed at a r e l a t i v e l y much higher r a t e than increase in t h e i r 
overa l l ass is tance leading to subs tan t ia l increase in t h e i r 
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r e l a t i v e share from 29.6 per cent by March 1980 to 38.4 
per cent by March 1990. I t i s a remarkable achievement 
and wi l l help considerably to reduce regional i n d u s t r i a l 
imbalances in the country. 
IDBI and ICICI both have granted more than two-fif th 
of t h e i r ass is tance to p r o j e c t s located in iden t i f i ed back-
ward a reas . Similarly, more than half (51,6 per cent) of 
the t o t a l ass is tance sanctioned by SFCs have gone to p ro j ec t s 
loca ted in backward a reas . Thus, S ta te level i n s t i t u t i o n s 
have played r e l a t i v e l y grea te r ro le than national level i n s -
t i t u t i o n s in financing p ro j ec t s located in the i den t i f i ed 
backward areas of the country. 
Statewise break-up of ass is tance sanctioned to back-
ward a reas shows that IDBI and ICICI have granted g rea te r 
p a r t of t h e i r ass is tance to backward areas of few r e l a t i v e l y 
developed and large S ta tes l ike Maharashtra* Gujarat, U,P,, 
Andhra Pradesh, West Bengal, and Karnataka, e t c , while back-
ward areas of backward S ta tes such as Bihar, Rajasthan, Orissa 
and North-Eastern S ta tes , e t c , have got very low share. This 
p a t t e r n of financing, though has resu l ted in reduction of 
i n t r a - S t a t e d i s p a r i t i e s in i ndus t r i a l development, but i t 
has increased i n t e r - S t a t e d i s p a r i t i e s between developed and 
backward S ta te s . As cotrpared to IDBI and ICICI, SFCs of r e l a -
t i v e l y backward Sta tes have performed b e t t e r in financing 
p r o j e c t s located in i d e n t i f i e d backward areas of t h e i r S t a t e s . 
This i nd i ca t e s that regional level i n s t i t u t i o n s are b e t t e r 
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placed as compared to nat ional level i n s t i t u t i o n s in f inan-
cing p ro j ec t s located in backward areas of backward S ta t e s , 
Therefore/ to acce lera te the indus t r i a l development of back-
ward areas of backward S ta te s , ex is t ing S ta te level i n s t i t u -
t ions v i z , SFCs and SIDCs, should be strengthened and 
ej^anded. 
An analysis of f inancia l resources reveals tha t more 
than half of IDBI's f inanc ia l resources has been generated 
from i t s own in terna l sources. I t has ra i sed one-fourth of 
i t s t o t a l resources from the household sector while from 
Government and foreign sources,IDBI ra i sed 15.9 per cent and 
4,5 per cent of t o t a l resources. Thus, IDBI d^ends upon i t s 
own in t e rna l sources and household sector to meet i t s f inan-
c i a l requirements. I t s dependence on Government sources 
inc luding RBI, and foreign sources i s ver low. This i s a 
good trend. Minimum poss ib le dependence of the apex body (in 
the f i e ld of i ndus t r i a l finance) on the Government for funds 
i s highly desirable , as i t w i l l enable I t to function indepen-
dently with minimum in te r fe rence and l e a s t regulat ions from 
the Government, 
Largest source of funds for ICICI was the household 
sector (38,8 per cent) followed by foreign sources (35.3 per 
c e n t ) . Government ( l6 ,9 per cent) and i n t e rna l sources (9 per 
c e n t ) . A remarkable feature i s that during 1971-90, ICICI has 
progress ive ly reduced i t s dependence on the Government sources 
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and increas ingly re ly ing on the household sector for 
meeting i t s f inancial requirements. This i s a welcome t rend. 
Increas ing share of household sector in ICICI's f inancia l 
resources during 1971-90 also ind ica tes t ha t p r iva te sec tor 
f inanc ia l i n s t i t u t i o n commands the confidence of the inves-
t i n g p u b l i c . 
For SFCs Government including IDBI has been the l a r g e s t 
source of funds with 47.8 per cent share followed by house-
hold sector 33,5 per cent, and in t e rna l sources 18,6 pe r cent . 
An important feature i s tha t re l iance of SFCs on Government 
sources including IDBI, RBI and Sta te Governments has inc rea-
sed s ign i f i can t ly (from 31.7 per cent to 47,8 per cent) during 
197 1-90/ while t he i r dependence on household sector has dec-
l ined (from 52,3 per cent to 33,6 per c e n t ) . This i s not a 
hea l thy development. I t r e f l e c t s tha t S ta te leve l f inanc ia l 
i n s t i t u t i o n s have f a i l ed to sustain the confidence of the 
pub l i c and hence increased dependence .on IDBI and o ther Govern-
ment sources, SFCs should make e f for t s to mobilise grea ter 
p a r t of t h e i r resources from the general publ ic ins tead of 
depending on IDBI and other Government sources. 
To conclude, the important findings of the present 
study have been summarised belovir: 
1, During the l a s t twenty years, ass i s tance granted by 
f inanc ia l i n s t i t u t i o n s has increased at a s ign i f i can t ly 
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higher r a t e leading i ndus t r i a l concerns to depend more 
on them for financing projec ts than on the capi ta l market, 
2, In terms of growth r a t e of sanctions, IDBI and ICICI have 
outstripped the average growth ra te of Sanctions of a l l 
f inancia l i n s t i t u t i o n s but SFCs have fal len behind t h i s 
t rend . 
3, The gap between ass i s tance sanctioned and disbursed i s 
more pronounced in case of IDBI and ICICI, but i t i s 
r e l a t i v e l y narrower in case of SFCs, 
4, P r i v a t e sector has been the l a rges t beneficiary of a s s i s -
tance of f inancial i n s t i t u t i t o n s followed by publ ic sector. 
Proport ion of investment - saving gap f i l l e d up by finan-
c i a l i n s t i t u t i o n s has increased in p r iva te and publ ic 
sec tor both during e i g h t i e s , 
5, Financial i n s t i t u t i o n s have provided assis tance to new 
as well as ex is t ing p ro j ec t s . However, SFCs have confined 
t h e i r financing operat ions bas ica l ly to new p r o j e c t s , 
6, IDBI and ICICI have granted major p a r t of t he i r a s s i s -
tance to basic and cap i ta l goods indus t r i e s but SFCs 
have paid greater a t t en t ion on consumer goods i n d u s t r i e s , 
7 , Statewise break-up of ass is tance granted by f inancia l 
i n s t i t u t i o n s reveals considerable concentration among 
few developed and l a r g e Sta tes despi te some reduction 
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during e igh t i e s . North-Sastern S ta tes have been 
alrrost completely neglected by f inanc ia l i n s t i t u t i o n s 
in t h e i r financing operat ions , 
8, A s igni f icant p a r t of the t o t a l a ss i s tance granted by 
f inancia l i n s t i t u t i o n s has gone to p ro jec t s located in 
i d e n t i f i e d backward areas of the country, b u t - i t s 
Statewise d i s t r i bu t i on has helped to reduce i n t r a - S t a t e 
d i s p a r i t i e s in i n d u s t r i a l development only and has in -
creased i n t e r - S t a t e d i s p a r i t i e s between developed and 
backward S ta tes , 
9, Final ly/ IDBI and ICICI has generated a s igni f icant 
p a r t of t he i r resources from the household sector but 
SFCs are la rgely dependent on the Government sources. 
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